HE JOURNAL OF 
EPOLITICAL 
ECO NOMY 


_~. 2 ~~ ~ ~~ ~~ ~~” ~~” ~ ~ 
nen “~~ “ “— Fat ~~ “ “— oo 


Volume LIIl DECEMBER 1945 Number 4 


—_— ~~ —— ~~ ~~ ~~ ~~ ~~ 
“~~ ~~ “~~ oo ~o “oo i “~~ oad 


The Theory of Optimum Population for a Closed Economy 
Manuel Gottlieb 


© The Physiocrats and Say’s Law of Markets. I1_. 
; Joseph J. Spengler 


humpeter on Capitalism, Sociaiism, and Democracy 
Charles O. Hardy 


Deficiencies in the Gross-National-Product Concept as a National 
Measure Joseph Mayer 


Book Reviews (See inside front cover) 


“av 


THE UNIVERSITY OF CHICAGO PRESS 
CHICA(30, ILLINOIS, U.S.A. . 





Volunre LIil, 


THE JOURNAL OF 


POLITICAL ECONOMY | 


EDITED BY JACOB VINER AND F. H. KNIGHT, WITH THE CO-OPERATION 
OF THE OTHER MEMBERS OF THE DEPARTMENT OF ECONOMICS 
OF ‘THE UNIVERSITY OF CHICAGO 





BOOK REVIEWS: 

The Economist, 1843-1943: A Centenary Volume . pes tos gs tee as pst ke 
William Diamond, The Economic’ Thought of Woodrow Wilson : . » . +. Hemey C. Smrons 
Michael J. L. O’ Conace, Origins of Academic Economics in tne United States . . Expert Vavonax Was 
Edwin pod ay, Os Fluctuctions in the United States: A Systematic Analysis of Trends and 
‘yeles, 1860-19014 . . . Grorrrery H. Moore 
on Research in Income and ‘Wealth, National Bureau of Economic Research, Inc., “Income Size 
Distributions in the United States,” Part - Peer ; Groror Garvy 
ame Bate, David Efron, and Norman T. Ness, under the supervision of Alvin H. Hansen for the National 
P ing Association, Latin America in the Future World . . Vrrer Satera 
Alfred R. Oxenfeldt, New Firms and Free Enicrprise: Pre-war and Post-war ‘Aspects G. HeseeTon Evans, Jr. 
International Labour Office, The International Standardisation of Labour Statistics: A Review of the Statistical 
Work of the International Labour Office and of Various International Statistical Conferences W.S. Wovrunsxy 
Rudolph L. Weissman, Smal! Business ond Venture Capital: An Economic Program . . New. H. Jacosy 
Walter Adolf Jéhr, Theoretische Grintiogs der Wirtschafts politik, Band 1: Die Argumente der W irtschofisfreiheit 

das Modelj der renz und seine Anndherungen an die Warklichkeit 
HERBERT VON BECKERATH 
Andrew Gyorgy, Geopolitics: The New German Science . . oat Soe « Ree 
American Tariff League, How High Are United Siates Tariffs? . . .o4 . 6) ee Wee 
Murray G. Lawson, Fur: A Study in English Mercantilism, 1700-1775 t . . EL. EY Kwom 
Alexander Lorch, Trends in European Social Legislation between the Two World Wars ‘HELEN Fisner HommaNn 
Carl Sparse Milton Friedman, and Ruth P. Mack, Taxing to- Prevent aioe Tololees for Estimating 
. . Wrxwam Vickery 
econ 1 Ford and Marvin A. Bacon, Michigan Highway Pinence . . . » . » Epwamp D. Attzew 
Warren Aldrich Roberts, State Taxation of Metallic Deposits. . Guapys C. Brakey 
Charlies Sterling Popple, Development of Two Bank Groups in the Central Northwest: ‘4 Study gS Bank wang ge bem 
INTS 


ization 
Paul R. Fossum, Tecome, ‘the City We Build A Dewi puin tik Steady tenis Cobiaiied atte Urbon Prien 
OMER ¥T 











The Journal of Political Economy is published quarterly, by the University of Chicago at the University of Chicago 
5750 Ellis Avenue, Chicago 37, [llinois. Kp dere weapon f eadegtgentlarr ties. se r 
of less than a full year will be charged at the rate. { Postage is prepaid by the publishers on all orders from the Uj 
Se ee np ap tee been ge raaager temo Colombia, Costa Rica, Republic, Ecuador, Gua 
Mexico, Morocco Ghpanieh Zoue Panama, 


on single copies 4 cents (total $1.04); for all other countries in the Postal Union, 40 ceats on annual ( 
single copies ro cents (total $z.10). { Patrons are requested to make all remittances payable to the University of Chicago Press 
(yoo sto pada ate p en laiaga aaaiea ee plans ans bate: 
The following are authorized agen 
For the Brlish Empire, exept North Americ, India and Australasia: The Cambridge University Press, Bentley E 
200 Euston Road, London, N.W. 1, England. Prices of yearly subscriptions and of single copies may be had on application. _ 


Claims for missing numbers should be made within the month following the regular month of publication. The 

Guphet be cuogly salesing eumshene fren enlyy whan loamy have been Guetainn’d in Gentalt and When the sesette Glock Wall peal , 
Business correspondence should be addressed to The University of Chicago Press, Chicago 37, Ill & 
Communications for the editors and manuscripts should be addressed to the Editors of Taz Jounwat or Pourricat Eco 

The University of Chicago, Chicago 37, Ill. 
The articles in this journal are indexed in the Readers’ Guide to Periodical Literature, New York, New York. ; 
Applications for permission to quote from this journal] should be addressed to The University of Chicago Press, and will 7 


Entered as second-class matter April 4, 1944, 2tthe post-office at Chicago, Illinois, under the Act of March 3, 1879. 

Acceptance for mailing at specia! rate of postage provided for in United States Postal Act of October 3, 1917, Section 1103, 
ed February 28, 1925, authorized July 15, 1918. 
IN USA 
[ar] 

















- ‘ a : 
25 
t 
> ; 3 . 
i 4 
mre i 
. ° Med sf 
- - . 
. 
ae al - 
i ; Ree 4 
* XS 
» 4° : 
ee : 
% ; : 
. 
. 
ht | 
ae ge ; 
. eee ’ . 
‘ ieee 
. - 
* Ny y . 
‘ . 
* x ; : 








ete ay 





THE JOURNAL OF 


POLITICAL 


ECONOMY 





Volume Lill 


DECEMBER 1945 


Number 4 





THE THEORY OF OPTIMUM POPULATION FOR 
A CLOSED ECONOMY 


MANUEL GOTTLIEB 


I. INTRODUCTION* 


q NE of the most striking aspects of 
: 4 the growing body of population 
literature is the widespread dis- 

gement generally accorded both the 
Koncept of an “optimum” population and 
ithe real problems which that concept 
s designed to elucidate. The failure of 
this concept “to gain a prominent place 
m the literature of economics” and 
its practical uselessness are generally 
afirmed even by those who purport to 
fonsider themselves as its strong pro- 
ponents.’ Effort to project research which 
would ascertain the optimum or even 
row light on its approximate magni- 
ude is lightly dismissed as a fruitless 
undertaking. And recently even the for- 
r *All references will be fully described at their 


citation. Thereafter, the name of the author and 
of publication cited will be used for reference 


*A. B. Wolfe, “The Theory of Optimum Popu- 
on,” Annals of the American Academy of Political 
Social Science (hereafter referred to as “The An- 

, CLXXXVIII (1936), 243. Glenn E. Hoover 

his excellent paper on optimum theory expressed 

regret that “the quantitative optimum has found 

® little place in writings on population problems” 

@. E. Hoover, “The Quantitative Optimum of 
tion,” ibid., CLXII [1932], 199). 


mal validity of the concept has been 
challenged, the accusations ranging from 
comparatively modest assertions that it 
is “chiefly a matter of speculation,” “es- 
sentially unscientific,” “an old static 
analysis,” and of “only abstract value” 
(“nur ideellen Wert’’) to strident claims 
that the concept is a “vicious logical 
circle” or a “‘will-o’-the-wisp,” “one of 
the most sterile ideas that ever grew out 
of our science,”’ being merely an “intui- 
tive” or a “strictly value concept,” 
“speculative construction of little im- 
portance for judging actual situations,” 
and “not really entitled to a place in the 
corpus of theoretical economics.’’ 


3 The above quotations are extracted in the order 
quoted from the following works: P. K. Whelpton, 
Needed Population Research (Lancaster, Pa., 1938), 
p. 157; Benay K. Sarkar, The Sociology of Popula- 
tion (Calcutta, 1936), p. 34; Alva Myrdal, Nation 
and Family (New York, 1941), p. 86; Paul Mombert, 
Bevilkerungslehre (“Grundrisse zum Studium der 
Nationalékonomie,” Band XV [Jena, 1929]), p. 242; 
Pitirim Sorokin, Contemporary Sociological Theories 
(New York, 1928), p. 402; Fergus C. Wright, Popu- 
lation and Peace: A Survey of International Opinion 
on Claims for Relief from Population Pressure (Paris: 
International Studies Conference, League of Na- 
tions, 1939), p. 88; Gunnar Myrdal, Population: A 
Problem for Democracy (Cambridge, 1940), p. 26 
(cf. also p. 143); E. B. Reuter, Population Problems 
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Formal contempt has been accom- 
panied by neglect of the real problems 
which the optimum concept was designed 
to elucidate. The phenomena of popula- 
tion structure, processes, and change 
have been subjected to comprehensive 
and illuminating research which has un- 
mistakably demonstrated that the popu- 
lations of the leading nations of Western 
civilization are no longer fully reproduc- 
ing themselves. Almost as large a litera- 
ture has been devoted to describing the 
social and economic effects of a change 
from population increase to stability or 
decline. The special problem of the con- 
nection of the business cycle and secular 
stagnation with population trends has 
received close attention by economists. 

But a particularly noteworthy feature 
of the larger part of this literature is the 
fragmentary, partial, or one-sided treat- 
ment given to the problems involved in 
answering that question which Knut 
Wicksell once characterized as pre- 
eminent: “‘What density of population 
under given circumstances is most ad- 
vantageous.”* This ominous gap is per- 
haps best indicated in the comprehensive 
report on population recently published 
by the National Resources Planning 


(2d ed.; New York, 1937), p. 278; paper cited in 
Wright, 1939, p. 86; L. M. Fraser, “On the Concept 
of an Optimum in Population Theory,” Population, 
I (1934), 42. It hardly needs mentioning that other 
writers (such as W. S. Thompson, W. Beveridge, 
J. A. Hobson, I. Ferenczi, and others) have, in varying 
degrees, opposed the concept but did not slogan- 
ize their criticism. Indeed, so low has the status of 
the concept fallen that in the latest edition of 
Thompson’s standard American textbook on popu- 
lation theory the chapter which had been devoted 
previously to the subject has been deleted and re- 
placed by a perfunctory short paragraph. Cf. Warren 
S. Thompson, Population Problems (2d ed.; New 
York, 1935) for a chapter on the optimum popula- 
tion (pp. 422-35), deleted in the 1942 edition. 


4 Knut Wicksell, Vorlesungen iiber Nationaliko- 
nomie auf grundlage des Marginalprinsips, I (Jena, 
1913), P- 49- 
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Board. Every aspect of the process 
and consequences of population trends 
has been systematically elucidated in 
this work except the ultimate desir- 
ability of that population size which 
is so meticulously projected.s Equally 
unsatisfactory is a collective volume writ- 
ten by a group of American population 
specialists and designed to sketch out the 
main problems of American population 
policy.® All too frequently, this literature, 


5 National Resources Committee, The Problems of 


a Changing Population: Report of the Committee on 
Population Problems to the National Resources Com- 
mittee, May, 1938 (Washington, 1938). Members of 
the Committee were Edwin B. Wilson, David L. 
Edsall, L. C. Gray, Charles H. Judd, William F. 
Ogburn, and Warren S. Thompson. The comments 
of the Committee on the problem of the optimum 
population are contained in four brief paragraphs 
(pp. 28-29) and have a stiffly proper noncommittal 
note (“very little scientific research on the ques- 
tion”). The Committee bent over backward to avoid 
a welfare appraisal of the population trend, which it 
analyzed in detail, and stated that “the trend to- 
wards cessation of national increase... . will not 
necessarily lead to unhappy results.” But typically 
it adds as a precaution that “these changes raise 
problems that need careful consideration” (p. 8). 
Elsewhere, however, the Committee indicated a 
complacent acceptance of the soundness of the 1960 
population by asserting that “pressure of total pop- 
ulation on natural resources in this country is not 
so great as seriously to hamper continued economic 
expansion and a rise in the general level of living, 
through more efficient economy” (p. 37). This am- 
biguous formulation indicates the actual disinterest 
of the Committee in the problem. 


6 Frank Lorimer, Ellen Winston, and Louise K. 
Kiser, Foundations of American Population Policy 
(New York: National Economic and Social Planning 
Association, 1940). The book represents “a consen- 
sus of a larger committee of sixteen members” (cf. 
Foreword, p. xiii). A program of “positive measures” 
is recommended for “serious attention” to offset 
the present trend toward population decrease (p. 
141). Presumably the recommendation is based upon 
the dogmatic assertion in chap. iii, entitled “Labor 
Supply and Natural Resources,” that this country is 
“no longer threatened” with the “danger” of “ex- 
cessive multiplication of population” which would 
lower the resource-population ratio (p. 42), although 
the problem of “blighted areas” is abundantly rec- 
ognized (pp. 27-42). Additional considerations are 
the “disadvantageous aspects” of a population de- 
cline, noted in chap. vy, “Populatigng Investment 
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when it does not degenerate into outright 
tom-tom beating against the “menace” 
of population decline, endows the cause 
of larger numbers with a sort of coercive 
benevolence and legitimacy. An inquisi- 
tive probing into the long-run value of 
large numbers is deemed to be tainted 
with old-fashioned Malthusianism, which 
is sharply contraposed to “modern”’ so- 
ciopolitical and economic therapeutics. 
This point of view is particularly charac- 
teristic of the larger part of the literature 
dealing with the population problems of 
eastern Europe and Asia. 

Yet the optimum concept is one of the 
culminating points of a large body of 
tested thought and was explicitly devel- 
oped as an analytical tool by some of the 
path-breaking theorists who established 
the essential foundations of modern eco- 
nomics: Marshall, Sidgwick, Cannan, 
and—above all—Knut Wicksell.’? Cer- 


and. Economic Enterprise.” Of dominating impor- 
tance is the openly professed “emotional interest” 
in the “maintenance of the nation and the enrich- 
ment of the national culture” (p. 141). 


? For history of doctrine and the role of Sidgwick, 
Cannan, and Wicksell see S.S. Cohn, Die Theorie des 
Bevilkerungsoptimum: Ein Beitrag sur dogmenge- 
schichtlichen und dogmenkritiken Behandlung des 
Bevilkerungsprobleme (Marburg, 1934), Ppp. 15-22, 
81-83; Lionel Robbins, “The Optimum Theory of 
Population,” London Essays in Economics: In 
Honour of Edwin Cannan (London, 1927), pp. 114 
ff.; Emil Sommarin, “Das Lebenswerk von Knut 
Wicksell,” Zeitschrift fiir Nationalékonomie, II 
(1931), 224-25; Alva Myrdal, 1941, pp. 24-26; A. B. 
Wolfe, “The Population Problem since the World 
War: A Survey of Literature and Research,” Journal 
of Political Economy, XXXVII (1929), 87-93. The 
concept, of course, even in its explicit formulation, 
is much older. Thus, Sismondi, Gide, and Effertz 
have ‘been cited as optimum precursors (cf. Mom- 
bert, 1929, p. 241; J. J. Spengler, “French Popula- 
tion since 1800,” Journal of Political Econ- 
omy, XLIV [1936], 761 ff.). For a close approxima- 

n of the notion see G. Schmoller, Grundriss der 
emaion Volkswirtschaftslehre, I (Leipzig, 1900), 
pp. 181-84; and the spirited and striking formula- 
tion by W. I. King, The Wealth and Income of the 
People of the United States (New York, 1915), pp 
15-41, 238-55. King not only had a clear grasp of 


tainly labeling the theory as a mere 
rationalization for the cause of popula- 
tion stability or decline or as an “Anglo- 
Saxon theory” is not acceptable.* In its 
sociological preconceptions the concept 
indicated the increased secularization of 


the potent role of diminishing returns from resources 
but even attempted to supply a rough measure of 
their extent (pp. 15-41). He also had a clear concep- 
tion of the role of increasing returns (pp. 238-39); 
and he was aware that these divergent tendencies 
created a point of maximum productivity. Thus, 
“Given: a nation with a definite supply of resources 
and a certain stage of progress in science and the 
arts, there is always a definite population which can 
utilize these advantages in such a way as to secure 
maximum average benefits for all” (p. 238); and 
“every nation should maintain its numbers at that 
point found to give the maximum average real income” 
(p. 240). 


* This is the accusation of Gunnar Myrdal (“ac- 
tually the theory has mostly been utilized to furnish 
a broad and vague foundation for the opinion that 
the levelof living should be higher with a smaller pop- 
ulation” [G. Myrdal, 1940, p. 144]). It may be noted 
that when Myrdal in his earlier publication launched 
the same charge (Das politische Element in der na- 
tionalékonomischen Doktrinbildung (Berlin, 1932], p 
64), he quickly added that the same theory “ebenso 
gut zu einer Propaganda fiir gréssere Familien ver- 
denden” (ibid., p. 65). Cohn commented with per- 
fect correctness that “Wir glauben nicht, dass fiir die 
rein abstrakten Ergebnisse der Theorie des Bevilk- 
erungsoptimums die politische Einstellung ihrer 
Anhinger massgebend war” (Cohn, 1934, p. 85). As 
a matter of fact, it should be noted that the optimum 
theory as developed by Cannan and expounded by 
Robbins and Carr-Saunders was principally aimed 
against the pessimistic Malthusianism of J. S. Mill 
and Marshall and became a weapon of the “opti- 
mists.” For a valuable survey of the dispute between 
“London” and “Cambridge” theorists in these terms 
cf. N. Aiyangar, “Some Recent Developments in the 
Theory of Population,” Indian Journal of Econom- 
ics, X (1930), 422-39. The charge of “Anglo-Saxon- 
ism” came from Gini (cf. Cohn, 1934, pp. 116 ff., 
for the criticism and answer). We might note in 
passing that the charge of “theoretical propaganda” 
might far more easily be levied against Myrdal. His 
contemptuous references to optimum theory and 
the “‘long-range”’ study of resources which it involves 
probably derive from a desire not to embarrass his 
admirable campaign for the institution of social re- 
forms designed to stabilize population. But why 
carry into the academic lecture room or scientific 
writing the workshop habits and tools of a govern- 
ment commission or senate chamber? 
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economics and belief in the rational con- 
trol of social processes for purposes 
of promoting individualistic-humanistic 
welfare values. 

On the formal side, the concept in- 
volved merely the closer application of 
the “incremental” technique and a more 
rigorous formulation of assumptions.’ 
As for real content, the concept synthe- 
sizes a body of doctrine whose essential 
ingredients have been, each in their turn, 
the well-established products of a long 
succession of famous theorists. The no- 
tion that larger populations brought with 
them an enlarged market, a finer division 
of labor, and, in consequence, a height- 
ened industrial efficiency was known to 
early British thinkers, brilliantly stated 
by Adam Smith, invested with a historic 
importance by such figures as List and 
Henry George, and given its classical 
elucidation by Alfred Marshall.*° The 
other principal ingredient of optimum 
theory, that of diminishing returns from 
resources, was clearly expounded by a 
well-known group of British rent theo- 
rists, summarized by Ricardo and later 
by John Stuart Mill (and Marx), and 
definitively formulated by Marshall long 
after it had already become one of the 
foundation stones of economic theory. 
These two contrary tendencies were co-or- 
dinated into one doctrine by John Stuart 
Mill, who pointed out that the raw ma- 
terials which obey the “law”’ of diminish- 


* This has been emphasized in an excellent paper 
by O. P. Mukerji, “The Optimum in Recent Popu- 
lation Theories,” Indian Journal of Economics, Vol. 
XVII (1937), wherein he states that “the very de- 
velopment of economic thought contained within it- 
self a motive power for the drive toward the opti- 


mum” (p. 155). 

1° For some lively and quaint expressions on the 
subject from early British thinkers see James Bonar, 
Theories of Population from Raleigh to Arthur Young 
(London, 1931), p. 55; M. Sadler, The Law of Popu- 
lation (London, 1830), I, 120-25. 


ing returns are subsequently fabricated 
by manufacturing trades which are gov- 
erned by the “law” of increasing re- 
turns." In the Marshallian version the 
co-ordination was improved by the sepa- 
rate consideration of the trend of histori- 
cal improvements. Thus, the latter-day 
enunciation of the optimum merely for- 
malized into an unambiguous conceptual 
tool a large body of accepted doctrine. 
While a concern for the integrity of 
doctrine alone would justify an extended 
consideration of the optimum concept 
and the problems which it raises, this is 
made mandatory by the growing impor- 
tance of concrete problems of population 
policy. “Once the decline in numbers be- 
comes apparent,’ wrote Carr-Saunders 
recently, “universal interest and concern 
will be aroused in the population prob- 
lem ....[which] may well assume first 
place among public questions, and put in 
the shade these economic and social mat- 


™* The fact that Cannan and Robbins have by 
their extreme and one-sided critique of Mil! devel- 
oped the impression that the optimum concept was 
the special creation of Cannan makes it worth while 
to cite Mill’s passage in full: “As population in- 
creases, and the power of the land to yield increased 
produce is strained harder and harder, any addition- 
al supply of material, as well as of food, must be ob- 
tained by a more than proportionally increasing ex- 
penditure of labor. But the cost of the material form- 
ing generally a very small portion of the entire cost 
of the manufacture, the agricultural labor concerned 
in the production of manufactured goods is but a 
small fraction of the whole labor worked up in the 
commodity. All the rest of the labor tends constant- 
ly and strongly towards diminution, as the amount 
of production increases....” (John Stuart Mill, 
Principles of Political Economy (Ashley ed.: London, 
1909], p. 185). See also A. K. N. Sastri, “The Eco- 
nomics of Population—The Optimum Theory,” 
Indian Journal of Economics, X (1930), 440-52, for 
a spirited defense of Mill and Marshall against the 
critique of Cannan and Robbins. Both Wolfe and 
Myrdal support the claims of Mill to be considered 
one of the “founders” of optimum theory. Cf. G. 
Myrdal, 1940, p. 26; A. B. Wolfe, “The Optimum 
Size of Population,” Population Problems in the 
United States and Canada, ed. Louis I. Dublin (New 
York, 1926), p. 68, n. 1. 
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ters which now occupy attention.”” 
Indeed, precisely that has happened in 
Sweden and, to a lesser degree, in other 
European countries. For countriesofeast- 
ern Europe and of the Pacific, population 
problems have never lost their funda- 
mental importance. Interest in what 
Keynes once called “the greatest of all 
social questions”’ will be revived with pos- 
sibly greater intensity after the war." 
All the more necessary will it be to de- 
velop a soundly rooted optimum concept 
without which “population policy is 
bound to be at sea without rudder or 
compass.”’*4 


Il. ECONOMIC OPTIMUM FOR A CLOSED 
ECONOMY AND CONTROVERSIAL ISSUES 


We commence, then, with the proposi- 
tion that in a closed modern economy the 
size of the population and average man- 
hour productivity—with all other factors 
held constant—will have a functional re- 
lationship with such properties that a 
given size of population (“optimum”) 
will result in a maximum man-hour pro- 
ductivity. The characteristics of that re- 
lationship are determined by the relative 
intensities of the downward and upward 
pulls on man-hour output exerted by two 
component functions: a decreasing return 
function for all resource-gathering ac- 
tivities and an increasing return function 
for all other economic activities. Both 
functions are persistent, nonreversible, 
and characterized by divergent rates of 


"Alexander M. Carr-Saunders, “Eugenics in 
the Light of Population Trends,” Eugenics Review, 
XXVII (1935), 15. 

3 J. M. Keynes, Preface to Harold Wright, Pop- 
uation (New York, 1923), p. vii. 


™B. P. Adarkar, “The Optimum Theory of 
Population,” Indian Population Problems: Reports 
and Proceedings of the Second All-India Population 
ond Family Hygiene Conference (Bombay, 1938), p. 
14. 
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intensification. Because of these charac- 
teristics, a graphic portrayal of the over- 
all man-hour productivity function will 
take the form of an inverted bell-shaped 
curve with a single optimum point. The 
kind of calculations required to locate 
this point has been classically stated by 
Cannan as follows: “We have to weigh 
on the one side the advantages which 
may be expected from the greater pos- 
sibility of gain from cooperation if 
people are more numerous against the 
advantages which may be expected from 
the greater relative plentifulness of land- 
surface, natural forces and materials, and 
man-made material equipment, if people 
are less numerous.’”* Or, in the more pre- 
cise formulation of Wolfe, the optimum 
population is that population size “which 
furnishes the labor supply which, fully 
utilized, is necessary to operate the total 
resources of land, materials and instru- 
mental capital at the point of least 
(labor) cost per unit of product or 
income.” 

This opening hypothesis of optimum 
theory raises a number of pertinent is- 
sues, which are discussed in the re- 
mainder of this section. In the following 
sections an examination is made of prob- 
lems resulting from an attempt to apply 
the concept in realistic research: the al- 
leged “‘statical” nature of the optimum 
concept, the problem of the “transition” 
period, the alleged multiplicity of causes 
and volatility of the optimum, and, 
lastly, the possibilities for empirical 
measurement. Throughout this paper the 
discussion is confined to the theoretical 
model of a closed economy. The issues 
raised by “external relations” present, 
for the larger part, a series of complica- 


"8 Edwin Cannan, A Review of Economic Theory 
(London, 1929), p. 83. 


*6 Wolfe, 1936, p. 246. 
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tions embracing an interrelated group of 
problems which cannot be handled here. 

1. It will be noticed that we have used 
the term “‘man-hour,” rather than “per 
capita,” productivity. The distinction 
arises because the variation in per capita 
income which results (hypothetically) 
from varying population sizes may, by 
familiar processes of reasoning, affect the 
amount of labor supplied by the popula- 
tion. Low levels of per capita income 
have been associated, both historically 
and to some extent functionally, with 
longer hours of labor, shorter periods of 
leisure, and the increased participation 
of marginal labor strata (aged, women, 
children, and housewives). However, 
there is less reason to expect active influ- 
ence because of changes in age composi- 
tion. Since we are considering different 
size populations and not populations in 
process of change, age composition 
should be treated as comparatively 
uniform.*? 

2. Various writers have proposed defi- 
nitions of the optimum in indifferent 
terms of “economic welfare,” “standard 
of living,” “real income,” “consumption 
output,” and total of “realized desira- 
bilities.”** For the purposes of any rigor- 

*? Thus, the vivid and even morbid concern of 
optimum theorists in age composition—except as a 
transition phenomenon of a population in the process 
of change—introduces unnecessary complications. 
For examples of this concern see Paul Mombert, 
“L’Optimum de population,” Revue économique in- 
ternationale (Brussels, 1935), p. 529, who says that 
“la question de l’optimum de population ne se 
raméne pas seulement a une question de nombre, 
mais aussi a une question de structure naturelle de 
la population.” See also Cohn, 1934, p. 143; Imre 
Ferenczi, The Synthetic Optimum of Population 
(Paris: International Studies Conference, 1938), p 
48; Alfred Plummer, “The Theory of Population: 
Some Questions of Quantity and Quality,” Journal 
of Political Economy, XL (1932), 624 ff. 

*8 Early writers (e.g., Sismondi and Sidgwick) re- 
ferred to levels of “happiness.” Henry Pratt Fair- 
child in his latest work continues to use the concept 
of “living standard,” or “levels of living,” which he 
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ous formulation it seems desirable to re- 
strict the concept to that of over-all out- 
put or “real income” (in Marshallian 
terminology, the “national dividend”). 
The advantages of this magnitude, as 
compared with those of “consumption 
output,” were fully elucidated in another 
connection by Pigou and need not be 
mentioned here."® The use of the term 
“realized desirabilities,”” which was seri- 
ously proposed by Penrose, confuses the 
issues involved in establishing, on the 
one hand, an optimum size population 
and, on the other, a maximum of welfare 
within a given size population.”® Pro- 
vided that we can assume no self-revers- 
ing tendency by which increased per 
capita income merely wastes itself in un- 


presented in his famous exposition of optimum the- 
ory at a conference of population theorists in 1927. 
(See People: The Quantity and Quality of Population 
[New York, 1939], pp. 64-70), and “Optimum Popu- 
lation,” Proceedings of the World Population Con- 
ference, 1927, ed. M. Sanger (London), pp. 76 ff. A. 
B. Wolfe has consistently championed the measure- 
ment of productivity in terms of “‘per capita income 
of consumers’ goods,” and he actually Proposed an 

“index of the inventory of consumers’ goods pro- 
duced each year” (Wolfe, 1928, p. 87; sag ad 
p. 71). Cf. E. F. Penrose, Population Theories and 
Their A pplication (Stanford University, 1934), pp 
47-91, particularly pp. 74 ff. for use of “realized 4 
sirabilities.” 

*” Cf. A. C. Pigou, The Economics of Welfare (2d 
ed.; London, 1924, pp. 34-37), for the advantages of 
conceiving of the “national dividend” as the flow 
of goods and services which are “produced during 
the year.” 


2° Penrose summarized his concept in a prolix 
chapter, entitled the “Welfare Optimum,” as fol- 
lows: “The per capita welfare optimum population 
for any area is that population in which per capita 
income stands at a maximum when it is spent in the 
consumption of the composite commodity that, in 
the light of existing scientific knowledge, makes a 
greater contribution to welfare than, in the existing 
state of the arts, can be made by any alternative 
composite commodity” (Penrose, 1934, p. 84). Pen- 
rose’ book was hailed in a review as “one of the best 
books on economic-demographic conditions pub- 
lished in a decade” (cf. American Economic Review, 
XXV [1935], 372). 





THE THEORY OF OPTIMUM POPULATION 


wise expenditures, the problem of a 
maximum exploitation of income for 
welfare purposes can be disregarded, 
since it is equal in importance to all popu- 
lation sizes. To that extent optimum 
theory is concerned with the general 
movement of an undifferentiated produc- 
tivity, or, to use an older term, “pro- 
ductive power,” whose enhancement is 
desirable regardless of the objects upon 
which it is expended.” 

The objections to the terms “standard 
of living” and “economic welfare” do not 
hinge upon the well-known difficulties 
involved in objectively defining or mea- 
uring these concepts.” The objections 
arise from the circumstance that varia- 
tions in national productivity must be 
distinguished, both on conceptual and 
empirical grounds, from any resultant 
variations in the “standard of living” or 
“welfare.’’*3 It would seem advisable, for 


that reason, to minimize the strain in- 
volved in the elucidation of optimum 
theory by not invoking any special as- 


*Thus Henry George framed the question: 
“Does the relative power of producing wealth de- 
crease with the increase of population?” He continu- 
ally refers to the general “‘productive power,” “pow- 
er of the human factor,” and “productive power of 
labor” (Henry George, Progress and Poverty [““Mod- 
ern Library” ed.; New York, n.d.], pp. 143, 149, 232, 
and passim). 


“For a rigorous probing of the weaknesses of 
Fairchild’s definition, cf. Cohn, 1934; pp. 69-70. 


* The grounds for the distinction are sufficiently 
well known and in the optimum literature have been 
reviewed by a number of writers: Cohn, 1934, p. 70; 
G. Raghana Rao, “The Optimum Population,” Jndi- 
on Journal of Economics, XTX (1939), 443, states 
that “while income per capita is what people get, 
their standard of life depends—within the limits de- 
fined by their income—on what they spend and how 
they spend it”; and the various writings of Rad- 
hakamal Mukerjee, the Indian sociologist-economist 
(for the most pertinent, see his rejoinder to A. B. 
Wolfe, “On the Criterion of Optimum Population,” 
American Journal of Sociology, XL (1934), 344-48). 
But for the classical statement of the problem see 

igou, 1924, pp. 12 ff. 
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sumption of identity or of constancy in 
the relationship between economic wel- 
fare and real income. It would suffice, for 
practical purposes, to utilize the general 
presumption that the effect of any cause 
on economic welfare is “probably equiva- 
lent in direction, though not in magni- 
tude, to the effect on total welfare.’’4 

3- In the opinion of some writers the 
dangers involved in an assumed equiva- 
lence in “economic welfare” or “maxi- 
mum man-hour output” and “welfare” 
are sufficiently great to invalidate the 
usefulness of a strictly economic ap- 
proach to the problem of optimum 
theory. Among certain circles it has be- 
come popular to belittle a “purely eco- 
nomic optimum ”’; to search for all sorts 
of possible conflicts between an output 
optimum and “health,” “spiritual,” 
“aesthetic,” and “ethnic” factors; and to 
“deepen” the research with sociological 
considerations. Warren S. Thompson 
writes that “one need not give his imagi- 
nation much headway to see the econom- 
ic optimum as the chief enemy of a 
spiritual or personal optimum.’”** Pen- 
rose pontifically proclaims that “the 
view that the economic optimum is the 


4 Pigou, 1924, P. 20. 


*s Thompson, 1935, Pp. 429. He raises such totally 
irrelevant considerations as the following: “One can 
easily imagine a social order in which men would 
prefer relatively modest security to abundance” 
(ibid.); “the acceptance of the economic optimum 
as the goal toward which population policies should 
be directed would tend to introduce a uniformity of 
social organization among all peoples of the world” 
(p. 431); and the necessary “implication” of an eco- 
nomic optimum “that all other values must be as- 
sessed in the light of their consequences upon the 
economic productive efficiency of a population” 
(ibid.). And he complains of the “complete subor- 
dination of personal and spiritual values which ap- 
pears objectionable in the current theory of the 
optimum population” (p. 432). Hence he concludes 
that the economic optimum is “indeed not the opti- 
mum in which we as human beings are primarily 
interested” (p. 430). 
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welfare optimum really depends on the 
assumption that the maximum economic 
welfare is the maximum satisfaction of 
actual desires.” We are warned that the 
concept of an economic optimum “‘is 
somewhat narrow and partial,” “tends to 
obscure other values,” and “fails to ap- 
preciate the nature and complexity of 
human personality and culture.””*” These 
quotations indicate the attitude and ori- 
entation of the “welfare” criticisms 
which are particularly prominent in the 
writings of Indian, French, and various 
European spokesmen.”* 

Only to a very slight extent have 
the “welfare” criticisms supplied really 
worth-while contributions to the socio- 
logical study of population size.”? They 
mostly represent a romanticist and 
nationalist backwash which seeks pro- 
tective “scientific” coloration for ad- 
herence to conventional or traditional 
notions. The economic population opti- 
mum involves no “subordination” of 
ethical or moral values to “sordid” 
material welfare or any postulated 
“equivalence” of welfare and econom- 
ics. All that is modestly claimed is 


** Penrose, 1934, Pp. 73- 
7 Reuter, 1937, pp. 279-80. 


28 See, in addition to the already cited works of 
Mukerjee, Fraser, Ferenczi, Wright, and the Pro- 
ceedings of the 1927 Population Conference, the fol- 
lowing: E. Dupréel, “L’Optimum de population et 
ses critéres,” Revue de l'Institut de Sociologie, VIII 
(1928), 1-34; H. Sonnabend, “Some Notes on the 
Optimum Size of Population,” South African Jour- 
nal of Economics, I (1933), 291-99; David A. Mc- 
Cabe, Richard A. Lester, and Burnham N. Dell, 
Population, Labor, and Social Reform (Boston, 1937), 
pp. 88 ff. 


29See A. B. Wolfe’s excellent paper, “On the 
Criterion of Optimum Population,” American J our- 
nal of Sociology, XXXIX (1934), 585-09; Wolfe, 
1936, pp. 244 ff.; Cohn, 1934, for his comments on 
Mukerjee (pp. 56 ff.), on Dupreél (pp. 103 ff.), on 
Gini (pp. 109 ff.); Adarkar, 1938, pp. 15 ff.; and 
finally, Pitirim Sorokin, who attempts to give a seri- 
ous appraisal of the sociological aspects of popula- 
tion density (Sorokin, 1928, chap. vii, pp. 357-432). 
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that limited productivity universally 
imposes an actual or potential restraint 
on economic welfare; that improve- 
ments in productivity are desirable; 
and that the improvements have non- 
self-reversing effects on welfare. It is 
not argued that economic productivity 
cannot be increased by many other 
means, or that economic welfare cannot 
be improved with existing productivity, 
or that the richness and intensity of life 
could not be raised with constant eco- 
nomic welfare. To this extent the eco- 
nomic population optimum merely be- 
comes one of the many deities—and pos- 
sibly a minor one at that—in the 
temple of the social sciences. 

4. The development of “optimum” 
doctrine has been associated with a tend- 
ency to deny the validity of the Mar- 
shallian distinction between “increasing” 
and “decreasing’’ return activities and to 
substitute therefor a single “law” of 
“proportional” returns. While much 
could be said with respect to the specific 
details of the argument of such writers 
as Cannan and Robbins on the subject, 
it need be emphasized that the contro- 
versy chiefly concerns the form and ele- 
gance of theoretical formulation.** Mar- 
shallian terminology is employed in this 
paper simply because of its heuristic 
value in organizing the discussion. 

5. Early spokesmen for optimum theo- 
ry were perhaps overhasty in suggesting 
that in the actual world, as contrasted to 
a theoretical model, the optimum popu- 
lation would be one specific size (‘‘opti- 
mum point”). The later writers have 
emphasized, with justice, that, in all 

3° For a striking defense of the classical version 
as stated by Mill and Marshall against the one-sided 
critique of Cannan and Robbins, see the incisive 
paper of Sastri, 1930, pp. 440-52. As Sastri pointed 
out, Cannan “denies the existence of a tendency to 

iminishing returns in agriculture in any sense iD 
which it is not present in manufacturing” (p. 544)- 
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probability, an index of average man- 
hour productivity would be relatively in- 
sensitive to population changes through- 
out a middle range of sizes, so that we 
are concerned more with an optimum 
“gone” or “area” than with a “point.”* 
While this enhances the realism of the 
concept, it in no way involves an auto- 
matic acceptance of the opinion of Gun- 
nar Myrdal to the effect that the curve 
could “for large spaces have a very level 
course.”’3 

6. Similar observations are in order 
with respect to other characteristics 
of the average man-hour productivity 
curve. It has been generally assumed 
that this curve will exhibit regularity and 
“smoothness.” While this is a justifiable 
first approximation, irregularities in in- 
flection and even occasional reverses 
may be expected because of discontinu- 
ities inherent in the economic develop- 
ment which has a “jerky” or “lumpy” 
character and which (not only histori- 
cally but functionally) comes in “‘stages.”’ 
Thus a certain density is required for the 
utilization of an elaborate system of rail- 
way transport and the improvement of 
waterways. The development of an iron 
and steel industry or electrical-power 
sources, which require a certain mini- 
mum density, will unloose a whole series 
of benefits of the division of labor which 
would not otherwise be applicable. There 
is implied a series of optimum “points” 
corresponding to these exploding “dis- 
continuities.” Our curve may have a 
wavelike tendency characterized by a 
basic upward and a downward trend and 

* Thus we have optimum zone of Gini (“Zona di 
optimum,” cited in Cohn, 1934, p. 112); the “pla- 
teau” of Penrose (Penrose, 1934, p. 57: “the part of 
the curve in which the ordinates had their maximum 
value would give the appearance of a plateau rather 
than a peak”); and the optimum “area” of Fairchild 
(Fairchild, 1939, pp. 87-88). 

# G. Myrdal, 1940, p. 142. 
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a succession of optima culminating in an 
optimum-optimorum.*3 

7. Optimum theory searches for a max- 
imum output by (hypothetically) vary- 
ing population size. It must be admitted 
that this procedure invests the theory 
with a certain bias which must be cor- 
rected. In actual fact, population policy 
will endeavor to impress its aims on a 
population which is already in a process 
of movement and which may only gradu- 
ally and over the course of a period of 
time be affected by a given policy. Dur- 
ing this prolonged transition, changes in 
the arts and resources may supervene 
and easily make it desirable to aim not at 
a fixed size but at a desirable trend of 
change, or, to use the phrase of Cannan, 
a “right movement.’ The argument of 
Gunnar Myrdal that “the amount of ap- 
plicable technical knowledge is changing 
and increasing all the time” may thus 
constitute not an insuperable objection 
to the optimum concept but merely a 
complication for the practical task of its 
ascertainment.** The problem of an op- 
timum population is, consequently, “not 
so much that of adjusting a variable 


33 The term itself, with a somewhat similar usage 
is attributable to Gini (Cohn, 1934, pp. 112 ff.). 
For an interesting elaboration of the “discontin- 
uities” referred to in the text see Roy Glenday, 
The Future of Economic Society (London, 1944), pp. 
63 ff. 


34 This new thought was introduced by Cannan 
in the third (London, 1928) edition of his Wealth: 
“Population is not so agile in its movements as to be 
able to follow every shifting of the point of maximum 
return immediately An increase of workers will 
only follow from an increase of births after an inter- 
val of more than a decade while deaths cannot be 
accelerated or retarded. The population of any mo- 
ment is dependent for its magnitude on the popula- 
tion of the past, and will in its turn affect the popu- 
lation of the future [So] we have to treat the 
ideal or optimum in regard to population as being 
the right movement (i.e. increase or decrease) of 
population rather than define it in reference to one 
particular point of time (pp. 60-61). 


35 G. Myrdal, 1940, p. 143. 
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population to a given quantity of land 
and a given stage of the arts but that of 
harmonizing its changes with the changes 
that take place in respect of the latter 
also.” To this extent the theory is, if one 
chooses, “dynamic rather than static.” 

8. The concept of the optimum, as 
elucidated thus far, is framed in terms of 
a process of active utilization by a vari- 
able labor supply of a fixed stock of re- 
sources. However, this is—strictly speak- 
ing—not true. The modern industrial 
mechanism both utilizes and consumes re- 
sources, some of which are available in 
comparatively limited quantities. The 
most important of such resources are the 
fertile and easily mined or wasted top 
soil; the minerals; the woodland; and the 
petroleum, oil, and coal reserves. 

Measures of conservation, with all 
their undoubted scope and potential ef- 
fectiveness, could sharply reduce but 
could not eliminate this process of de- 
pletion. And for the major Western 
countries, reliance upon the discovery of 
vast new reserves is somewhat foolhardy. 
The development of synthetics and im- 
provements in technology would only 
within certain limits counteract this 
“fatal tendency.’’37 

The connection between resource de- 
pletion and optimum theory follows 
from the self-evident fact that larger 
population sizes will necessarily be as- 
sociated with higher rates of resource 


36 Rao, 1939, p. 444. Cohn also approves of the 
element of dynamics infused into optimum theory 
by Cannan. ‘‘Damit ist das dynamische Element als 
wesentlicher Faktor zur Beurteilung des Optimums 
eingefiihrt” (Cohn, 1934, p. 21). 


37 J. J. Spengler, “‘The Social and the Economic 
Consequences of Cessation in Population Growth,” 
Proceedings of the International Congress for Studies 
on Population, ed. C. Gini (Rome, 1933), [X, 37. 
See the caustic comments of Wolfe (1926, p. 66), 
on the “naive faith” that invention will “ ‘set aside’ 
and ‘indefinitely postpone’ the law of diminishing 
returns.” 


MANUEL GOTTLIEB 


depletion.** The strategic character of 
many of the depletable resources invests 
this process with a particularly potent 
meaning. The celebrated investigations 
of Jevons concerning the available coal 
reserves in England and the widespread 
“conservation” movement in America 
have stimulated a special literature de- 
voted exclusively to this problem. 

Properly speaking, then, the optimum 
should be conceived of as pertaining toa 
succession of generations husbanding and 
consuming a limited and, in part, an ex- 
haustible resource supply. Similarly, the 
process of diminishing returns from re- 
sources involves a tendency for costs to 
increase as more resources are utilized 
both spatially and through time.*? 

g. Optimum theory is framed in terms 
of average product per man-hour—a 
general productivity of society in utiliz- 
ing resources. The circumstance, how- 
ever, that the variable factor—popula- 
tion size—is also the source of the labor 
supply will inevitably, in a capitalist or 
free market economy, influence factoral 
pricing. The entire structure of classical 
“dynamic” theory was dominated by the 
belief in the functional character of the 
relationship between real-wage levels and 


3§“With a stationary population, replace 
able natural resources are exhausted at a less 
rapid rate” (Spengler, 1933, p. 34). In Spengler’s 
later book, France Faces Depopulation (Durham, 
N.C., 1938), p. 260, he has expressed himself more 
forcefully: ‘From the longer run point of view none 
of the factors and conditions mentioned is as signifi- 
cant as the rate at which the supply of exhaustible 
resources is being diminished.” See also Wolfe, 1928, 
PP. 549-59; and the excellent discussion by Rad- 
hakamal Mukerjee, The Institutional Theory of Eco- 
nomics (London, n.d.), pp. 44 ff. 


3° This, it seems, is the answer to Dalton’s ques 
tion: “What is the relation of time to the optimum?” 
(Hugh Dalton, “The Theory of Population,” Ec- 
nomica, VIII [1928], 43). An answer to one of his 
other questions (“And over what range of time 
.... ?”) is more perplexing. Presumably, in as many 
generations as we are interested. 
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the quantity of labor. And within the last 
fifty years it has often been argued that 
the continuous increases in the labor 
supply have been, for certain periods, a 
major factor in depressing real-wage 
levels.*° 

In developed capitalist countries of a 
“Western” type it is to be doubted that 
the shifts in income envisaged by clas- 
sical theory would actually materialize 
at the present time. The causal relation- 
ship between income distribution to 
social classes and the purely competitive 
market forces have been weakened, re- 
stricted, and in part superseded by a 
whole new complex of social controls and 
institutional agencies. For Eastern and 
Asiatic countries, however, with com- 
paratively undeveloped or rudimentary 
forms of social control, the shift of fac- 
toral incomes and the general tightening 
of the market for labor would be one of 
the most desirable and striking conse- 
quences of smaller numbers. In the work- 
ings of this process one encounters the 
major social origin of the widespread 
popular opposition to smaller numbers: 
the instinctive realization by employers 
of labor of their differential social interest 
in an abundant—and for that reason a 
cheap and docile—labor supply. 

«With reference primarily to the behavior of 
real-wage rates during the twenty years preceding 
the first World War, see King, 1915, pp. 176-207; 
Frank Fetter, “Population or Prosperity,” Americas 
Economic Review, Suppl., III (1913), 16; F. W. 
Taussig, Free Trade, the Tariff, and Reciprocity 
(New York, 1920), pp. 93 ff. Knut Wicksell did not 
hesitate to declare that the “relatively slight, and in 
many cases very doubtful, improvement in the con- 
ditions of labor” during “the last two centuries” 
found its “primary cause” in the “one-sided increase 
in one factor of production, namely, labor” (Knut 
Wicksell, Lectures on Political Economy, trans. E. 
Classen [London, 1934], I, 143). 


“ The fifty-year struggle for the restriction of 
immigration into the United States provided abun- 
dant and explicit “unveiling” of the social origins of 
the “population-growth” school of thought. Early 
economists were comparatively frank in recognizing 


Ill. OPTIMUM THEORY AS A 
STATICAL TRUISM 


The more rigorous formulation of 
optimum theory relieved it of the danger 
of pronouncing a questionable “law” of 
historical development and fortified its 
formal accuracy. The theoretical recog- 
nition of the long duration of the transi- 
tion period, during which the population 
size is adjusted to the optimum, pro- 
vided room for a certain element of 
“dynamics” by basing the optimum on 
a “trend of change” for a “calculable 
future” rather than on a fixed inventory 
existing at a prevailing moment. 

This revision of the concept, however, 
only partly meets the charge of “stati- 
cism” with which the concept is allegedly 
infected.“ To understand that charge, it 
is only necessary to recall that formal 
optimum theory impounds into a ceteris 
paribus all the “other factors”—arts of 
production, technology, social structure, 
trends of development—when popula- 
tion size is varied. As Robbins empha- 
sized, there is no important variable “in 
the complex economic life of a commu- 
nity which we do not assume to be un- 
changing when we postulate the existence 
of an optimum.” 

Is this assumption theoretically legiti- 
mate? Changes in population size are 


a differential class interest in promoting population 
growth. See E. A. J. Johnson’s chapter on “Land 
and Labor” in his Predecessors of Adam Smith (New 
York, 1937), pp. 237-59; Edgar S. Furniss, The Posi- 
tion of the Laborer in a System of Nationalism (Bos- 
ton, 1920); and E. A. Ross, Standing Room Only? 
(New York, 1927), pp. 204 ff., 314 ff. 


4? Professor A. W. Marget has gone a long way 
toward clarifying the methodological and substan- 
tive issues involved in the general problem of “‘sta- 
tics versus dynamics”; and our discussion, in part, 
is based upon his analysis (A. W. Marget, The Theory 
of Prices, I [New York, 1938] 39-101; II [1942], 
450-58. 

43 Robbins, 1927, p. 123. 
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effected only by means of a complex and 
prolonged process, which may have a 
profound effect on the economic system, 
the arts of production, and the social 
order. It is for that reason that Cannan 
characterized the use of the ceteris pari- 
bus assumption as the “usual cheap ex- 
pedient .... [which] cannot properly be 
applied to increases and decreases of 
population.” Fairchild has admitted 
that, rather than a postulated constancy 
of “other factors” and a one-way depend- 
ence between population and output, 
there exists between these factors “a 
complex of relationship so intricate and 
so thoroughly reciprocal that, in a very 
real sense, any of them may be considered 
as the result of the other three 
Mombert has emphasized that “in cer- 
tain conditions the growth of the popula- 
tion becomes an active factor in deter- 
mining the character of economic life.” 
And distinguished sociologists and eco- 
nomic historians have considered popula- 
tion change and size factors as constitut- 
ing some of the basic motor forces of 
economic and social development.* In 
these terms the optimum concept would 
seem to be inherently tainted with “‘sta- 
ticism” because of the assumption of 
constancy or simple one-way dependency 
relationships between its component 
variables. The concept would be “stati- 
cal” in the very real sense of being useful 
only under objectively stationary con- 
ditions. 

44Cannan, 1929, p. 81; Fairchild, 1927, p. 75; 
Mombert, 1935, p. 536. Or, as Cohn stated, “Die 
besondere Schwierigkeit unseres Problemes liegt 
dahin, dass Sozialprodukt und Bevélkerung sich 


nicht unabhingig voneinander entwickeln, sondern 
sich gegenseitig beeinflussen” (Cohn, 1934, p. 125). 


45See the exposition of the views of Adolphe 
Coste, Maxim Kovalevsky, and A. Loria in Sorokin, 
1928, pp. 359-70, 388-403. Coste stated that “the 
numerical increase of the members of a society is the 
primary cause of its whole evolution” (ibid., p. 364). 
See also Ross, 1927, pp. 177 ff. 


MANUEL GOTTLIEB 


Any effort to salvage from this as- 
sumed wreckage of optimum theory must 
commence with the proposition that the 
theory does not logically require, al- 
though it freely assumes, constancy in the 
variables frozen in the ceteris paribus as- 
sumption. Of course, in actual historical 
development all the frozen variables will 
change incontinently, cumulatively, and 
consistently, as Veblen would say. These 
changes will cover all aspects of the social 
and economic process: fertility, mortal- 
ity, and marriage rates; industrial arts; 
political constellations; location of indus- 
try; shifts in tastes and consumption; 
appearance of new and the disappearance 
of old resources; climatic changes; etc. 
However, in order to disclose weakness 
in the theory, demonstration must be 
made of a specific interrelationship be- 
tween population size or change and the 
changes in these variables. That the re- 
lationship will frequently be absent is 
suggested by the fact that societies with 
different population sizes and with vary- 
ing rates and directions of population 
change will exhibit similar kinds of de- 
velopments, metabolic processes, and 
social trends. In modern Western socie- 
ties many changes of even a profound 
and basic character will occur regard- 
less of demographic phenomena. These 
changes have social, economic, and po- 
litical roots of a deep-seated and inde- 
pendent character. So much is necessary 
in order to avoid the obvious excesses of 
a purely demographic explanation of all 
social phenomena.” 

There would still remain, nevertheless, 
a large potential area of specific interre- 
lationship between population and “other 
factors.”’ There is obviously laid open 

4®See particularly Sorokin’s criticisms of the 
“demographic school” (Sorokin, 1928, chap. vii, 
and passim; and Ross, 1927, pp. 179 ff.). 
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here the task of tracing to its causal 
origins that complex and still obscure 
socioeconomic process which is nothing 
less than the development of Western 
civilization. We may at once relieve our 
theory of the burden of postulating a 
whole system of historical sociology by 
confining it to present periods only. The 
theory, like the phenomena upon which 
it is designed to throw light, is forward- 
looking, and no logical strain is involved 
in confining its formal application to the 
current period only. It is very question- 
able, to be sure, that the development of 
modern industrialism really required as 
vast a population increase as that experi- 
enced in the past “brief but riotous” 
century and a half. Given the starting 
conditions of the nineteenth century, the 
main outlines of the later development 
may well be considered independent of 
any stimulation afforded by rapid popu- 
lation increase. And we can even say 
that “conditions would have improved 
still more rapidly if population had 
grown more slowly.’’47 These, however, 
are historical questions which may be 
excluded from the corpus of the theory 
itself. s 
Doubts concerning the fecundating or 
inhibiting role of varying population 
sizes in the past are immensely strength- 
ened in any examination of current pros- 
pects.** Whatever the original associa- 
tion between the development of indus- 
trialism and population density, once in- 
dustrialism has achieved a certain level, 
it provides its own foundations. Scien- 
tific knowledge and technological im- 
provements now develop virtually on 


4? Hoover, 1932, p. 200. 


#*“So however it may have been in the past, 
there is now no need of conserving population pres- 
sure as a whip to lash us into utilizing the resources 
of the globe” (Ross, 1927, p. 183). 
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their own momentum.’? Smaller-size 
populations may even be expected to 
stimulate technological improvement by 
promoting labor “scarcity” and thus 
further enlarging the scope and useful- 
ness of ‘‘labor-saving”’ devices. 

Nor could different population densi- 
ties bear any clear relationship—other 
than that flowing from its economic ef- 
fects—to the “artistic, cultural, and so- 
cial amenities of life” or to the “beauty 
and charm of the earth’s surface.’ 
Only by straining the imagination could 
a moderate population decline be thought 
to result in “social loneliness” ; nor should 
one expect increased density to result in 
“diminution of freedom, more intricate 
and expensive organization, loss of com- 
munity self-reliance, and the multiplica- 
tion of centralized and peremptory social 
controls.”’* Only as a figure of speech 
does increased density—again within 
broad limits—lead to “‘crowding,”’ i.e., to 


49See J. J. Spengler, “Population Movements, 
Employment and Income,” Southern Economic J our- 
nal, V (1938), 137, for references to the thesis that 
“in general the relative amount of inventiveness 
seems to be virtually independent of population 
growth.” 


5° Thus H. Sonnabend, 1933, p. 297, states that 
“literature, art, science, etc., can exist and prosper 
only under conditions of an adequate density of 
A big population creates both the 
demand and the supply of a variety of institutions 
for social entertainment and pleasure... . [and] 
may increase the artistic, cultural and social ameni- 
ties of life.” And this after the American experience 
which, as far as “variety” goes (“a million drops and 
every one the same”), is a living demonstration of 
the contrary. The other quotation is from Dupréel 
(1928, p. 15), who asserts that “‘l’aspect, la beauté, 
le charme de la surface terrestre n’est pas indepen- 
dant du nombre des étres vivant qui l’occupent. ... ” 
It must be noted that the “economic effects” men- 
tioned in the text will, of course, influence social, 
moral, and aesthetic life both by their direct influ- 
ence on the standard of living and through the in- 
creased utilization of forest land, wild life, etc. 


5* For adumbrations on “social loneliness” see 
Fraser, 1934, p. 40. The other quotation is from 
Wolfe, 1926, p. 73. 
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a “growing difficulty of finding solitude 
and quiet and fresh air.” Urbanization 
does not vary directly with population 
size, and the crowded life of the great 
metropolitan cities of the Western world 
is not linked up to national size. Prob- 
lems of political, intellectual, and moral 
life would continue to be just as vexatious 
and intractable with larger or with smal- 
ler populations. Transitional phenomena, 
power politics, and past history excluded 
—and considering only the varying end- 
product population size—it is probable 
that the assumption of independence of 
the “other variables” postulated by 
optimum theory constitutes a reason- 
able working hypothesis. 


IV. TRANSITION EXPERIENCE 


A series of difficulties analogous to 
those just reviewed arises from the spe- 
cial experience of the transition period 
during which the size of population grad- 
ually becomes raised or lowered to the 
optimum. The appraisal of the desira- 
bility of a given optimum size should, by 
common admission, not omit considera- 
tion of the advantages or drawbacks at- 
tached to the process of population 
change by which it is achieved. Indeed, 
the popular and almost traditional atti- 
tude to population problems is preoc- 
cupied with the effects of that process, 
praising any growth and condemning any 
decline of population. 

This popular attitude has now become 
officially enshrined as the “modern,” 
“up-to-date” theory in most recent dis- 
cussions and in the important work of 
Gunnar Myrdal. The advantages or 
drawbacks of any given process of change 
have, in this theory, blotted out any sys- 
tematic awareness of the cumulative and 

52 These terms are borrowed from Alfred Marshall, 
Principles of Economics (8th ed.; London, 1927), p. 


321. 


persistent differential desirability of the 
resulting population size so achieved. Op- 
timum theory, writes Gunnar Myrdal, 
“stands mainly as an excuse for and also 
as an actual inhibition of the proper pos- 
ing of the problem of the economic effects 
of population changes.” These “economic 
effects,” we are told by Alva Myrdal, are 
of “paramount importance” and have 
“little to do with the size of the popula- 
tion; they are mainly caused by the pop- 
ulation changes as such.”” Except where 
there is “severe overpopulation,” writes 
Frank Lorimer, “the dynamic effects of 
population growth are more important 
than the static relation of population to 
resources. ”’53 

It would not seem difficult to argue, 
however, that these “dynamic’”’ effects of 
change should be considered almost of 
secondary consequence, since they are in- 
herently so short-lived. They endure for 
approximately one generation and then 
disappear, leaving as their single persist- 
ent product the solid deposit of a new 
population size. To increase population 
for the mere sake of population growth or 
to reduce numbers because of the bene- 
fits of a decline would seem to require a 
singular and aggressive shortsightedness. 
Surely in such matters, which involve the 
ecological adaptation of the race to its 
native and acquired habitat, reference 
should be made to a society envisaged as 
consisting of a self-renewing succession of 
generations.*4 

53 G. Myrdal, 1940, p. 27; Alva Myrdal, 1941, p. 
86; Frank Lorimer, “Issues of Population Policy,” 
The Annals, CCXXXVII (1945), 196. See the sug- 
gestive paper of J. Jewkes, “The Population Scare,” 
Manchester School, X (1939), 105, where the author 
emphasizes that “in most present-day discussions of 
population, no distinction is made between the al- 
leged drawbacks of the actual process of a fall in 
population and the alleged drawbacks of a smaller, 
as against a larger, population.” 

54 At least this will be the case for those who be- 
lieve with Viner that the economist “is the special 
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The stress on transitional effects is 
sometimes reinforced by an assumption 
which is generally expressed in the form 
of vague hints and allusions rather than 
explicit assertion. It is felt that the proc- 
ess of population decline, once estab- 
lished, will become irresistible and thus 
menace a population with ultimate ex- 
tinction or at least a dangerously small 
size. Against this viewpoint Jewkes has 
made a successful rejoinder. Pointing out 
that present-day reproductive ratios are 
already causing a population decline, he 
asks: “Why would it necessarily be more 
difficult to do this [stabilize population] 
at the end of the second generation than 
earlier?”’ He answers the contention that 
habits may become fixed with the asser- 
tion of doubt that the “present-day hab- 
its,” which have already become deeply 
rooted, “would be any easier” to cope 
with. The reluctance to experiment with 
a population decline “implies that public 
policy regarding population can only 
work in one of two directions, either in- 
creasing or maintaining population.” 
And he correctly concludes that “no rea- 
son” can be seen “why a community, if it 
consciously embarks upon the experi- 
ment of allowing the population to fall, 
does substantially weaken its power to 
call a halt and to stabilize at a lower 
level,’’ss 

It may also be doubted that the transi- 
tional effects of population stabilization 
or decline are so unfavorable as the larger 
part of the recent literature would indi- 
cate. It is hardly our purpose either to 


custodian for society of the long view in economic 
matters, and that even in troubled periods that view 
is entitled not to undisputed dominance but to a full 
hearing” (Jacob Viner, “Short and Long View in 
Economic Policy,” American Economic Review, 
XXX [1940], 9). 

55 Jewkes, 1940, pp. 1os-6. Cf. Wicksell, 1913, 
P. 52. 


393 


summarize that literature or to investi- 
gate in detail the issues raised by it.” 
Summary reference, however, might be 
made to some of the more important 
problems involved. 

The cessation of a trend of population 
increase and—even more—the advent of 
a period of population decline will, of 
course, tend to change the age-composi- 
tion structure of a population by in- 
creasing the percentage share of older 
people and diminishing the share of the 
young. This process is frequently de- 
scribed in terms which imply disapproval 
or dislike. The increasing proportion of 
old people allegedly results in “an in- 
creasing burden on those actively em- 
ployed’’; there will be “fewer toys and 
more footwarmers.’’s? With the fulness 
of plenary inspiration Gunnar Myrdal 
speaks confidently of the “loss of daring” 
and the increased difficulties for youth to 
advance. “‘People will get discouraged,” 
“will lose their dynamic interest in work- 
ing life”; “society will lose the mental 
attitude that goes with progress.” And 
he concludes with a grand flourish: 
“Even one who was a socialist in politics 
but who has felt the pulse of progress in 
his veins, who has loved free initiative 
and advance, must feel cheerless before 
these prospects.’’* 


s¢ Bibliographies, as well as good summaries of 
the literature, are available in Thompson (3d ed.), 
1942, chap. xviii; J. J. Spengler, “Population Move- 
ments and Economic Equilibrium in the United 
States,” Journal of Political Economy, Vol. XLVIII 
(1940); Allen Sweezy, “Population Growth and In- 
vestment Opportunity,” Quarterly Journal of Eco- 
nomics, Vol. LV (1940). For the earlier German lit- 
erature see Cohn, 1934, pp. 42 ff., 93 ff., 152 ff. 


s7 For characteristic examples see R. F. Harrod, 
“Modern Population Trends,” Manchester School, X 
(1939), 17; L. Robbins, “Notes on Some Probable 
Consequences of the Advent of a Stationary Popu- 
lation in Great Britain,” Economica, IX, No. 25 
(1929), 76, 79- 


58 G. Myrdal, 1940, pp. 165-66. 
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Strictly speaking, the maintenance of 
both the “aged” and the “young” in- 
volves elements of economic burden. The 
social and individual investment in the 
nurturing, care, and provision for the 
“young”’ has even been subjected to sta- 
tistical measurement, so that we know 
approximately how much it “costs” to 
raise an average child to the age of inde- 
pendence. And the cost involved in the 
provision for the ‘“‘aged”’ has within re- 
cent years received careful attention. 

It would seem, on first glance, that the 
two “burdens” tend to balance each 
other during processes of population de- 
cline and growth. The relative increase in 
the “youth,” so characteristic of growing 
populations, would be offset by a dimi- 
nution of the “aged.” Conversely, the 
predominance of the “aged” during a 
period of decline would be offset by the 
diminution of the “youth.” Examination 
of the relevant statistical data for the 
United States and England, at any rate, 
reveals that the proportion of able-bod- 
ied is a relatively constant fraction of in- 
creasing, stationary, or decreasing popu- 
lations. 


59 The available literature was reviewed and ably 
summarized by Howard Bowen, “Capital in Rela- 
tion to Optimum Population,” Social Forces, XV 
(1936-37), 346-50. The amount of the investment 
in a child was found to be so great that, in Bowen’s 
opinion, “investment in new population is at least 
partially at the expense of investment in capital’ 
(p. 348). See also Alva Myrdal, 1941, pp. 66 ff. Asa 
result of Jewkes’ sharp critique, R. F. Harrod ad- 
mitted that “it is not denied that the reduction in 
the size of the family, which occurs during a period 
of decline, is an advantage to be set off against 
the evils caused by the transition’? (Harrod, “A 
Rejoinder,” Manchester School, XI [1940], 53). 
That the problem is of no small importance may be 
gauged by the heavy social burdens incurred by the 
Soviet people in providing for their large “children 
supply.” 

6 See, e.g., the table of age distributions for vari- 
ous estimated 1980 populations in this country in 
Thompson (3d ed.), 1942, p. 282. The percentages 
of the total population between the ages of twenty 
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From this point of view the logical 
aim of a moderately farsighted Western 
people would be a stationary population 
—the investment in just enough “youth” 
to provide a sufficient labor force to staff 
the workshops to support the “aged.” 
Population increase incurs a burden of 
investment which probably will not be 
returned in direct economic satisfaction; 
and systematic reduction of the “youth” 
and the avoidance of the “burden”’ of 
their nurture would invoke, a few decades 
later, the stinging penalty of an inade- 
quate support for the “aged.” To this ex- 
tent, any population change for a mod- 
ern community probably involves slight 
elements of expense to the generation 
affected. 

The principal grounds, however, for 
concern with changes of population size 
relate to the more strictly economic ef- 
fects of these changes on economic output 
and conjunctural developments. Disre- 
garding the comparatively minor consid- 
erations relating to mobility and “pools” 
of unemployed resources, attention has 
chiefly been given to the role of popula- 
tion change as a factor affecting capital 
outlay. As Reddaway has emphasized, 
“the influence of the change from an in- 
creasing to a stagnating or declining 
population is exerted mainly through its 
etfect on the amount of national capital 
.... per head.” We are concerned here 
with the celebrated problem of “‘vanish- 
ing investment outlets” and with what 


and sixty-five are practically constant, fluctuating 
between 58.7 and 62.7 per cent of the total popula- 
tion. The estimate projecting the quickest stabiliza- 
tion point and decline exhibits practically a constant 
percentage ratio of adults between the ages of 
twenty and forty-four from 1850 through an esti- 
mated 1980. This also was the conclusion of W. B. 
Reddaway. See his The Economics of a Declining 
Populatien (London, 1939), pp. 142 ff., 254 ff., on 
the basis of an examination of the British data. 


6 Reddaway, 19309, p. 136. 
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Pigou once designated as “Mr. Keynes’ 
vision of the day of judgment.” 

Misunderstanding concerning the role 
of population change and investment 
outlets finds its origin primarily in mis- 
taken or narrow conceptions of the real 
causal interrelationship. Nothing could 
be more unilluminating, for example, 
than to search for the effects of popula- 
tion growth on investment outlets by ex- 
amining such magnitudes as the aggre- 
gate of money demand, the intensity of 
real desires, the quantity of real output, 
or such partial indices as housing.” The 
basic mechanism at work can be located 
in a very simple way. New popula- 
tion—or, more strictly, new accretions 
to the number of workers available for 
employment in the market economy— 
must be equipped with capital goods of 
all kinds in their workshops, in their 
homes, and for the general process of 
urban living.*? The popular conception 
of vast quantities of ‘“‘excess facilities” 
which can absorb large masses of addi- 
tional workers is based upon exceptional 
cases and constitutes a mirage. Such 
“excess capacity” as exists is part of 
the normal economic life of a free market 
economy which is afflicted by seasonal 
fluctuations, industrial changes, and 
the pressures of monopolistic competi- 
tion. Only during a period of war is it 
possible to utilize these reserves by in- 
troducing a rigorous tension and strain 
throughout the economic system. 

* These were discussed by Joseph A. Schumpeter, 
Capitalism, Socialism, and Democracy (New York, 
1942), pp. 113 ff. 

*’ This was most clearly stated by Cassel, who 
developed the point with special emphasis: “Pri- 
marily, and generally, this means the building of new 
houses for the newcomers; but under modern condi- 
tions it also means equipping the economy with 
means of transport, factories, machinery, etc., in pro- 
portion to the growth of population” (Gustav Cassel, 


The Theory of Social Economy, trans. Joseph Mc- 
Cabe [New York, 1924], p. 42). 
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This thought may be more vividly, 
and possibly more accurately, expressed 
in converse form. If the capital accumu- 
lation during the past century has objec- 
tively fulfilled the function of equipping 
new population masses with the neces- 
sary living and working facilities, the 
real economic function performed by 
these new population masses consisted in 
the utilization and the activization of 
new increments of capital accumulation. 
There was a “scarcity” of labor which was 
as objectively a real factor as the much 
vaunted “scarcity” of capital. Only by 
mobilizing the new recruits to the popu- 
lation and by proletarianizing agrarian, 
craftsman, or previously nonlaboring 
strata (women and children) could the 
typical upswing of the nineteenth cen- 
tury achieve its full scope. If, then, it is 
asked how population growth stimulated 
investment, we can fitly reply: by pro- 
viding a large share of the labor force re- 
quired to man the new capital facilities. 
And we may refer here to the well-estab- 
lished fact of business-cycle history that 
one of the contributing factors to the 
emergence of the downswing is the ex- 
haustion of the labor market as the up- 
swing rounds its peak and the consequent 
bidding up of wage rates.” 

64 This, of course, is the essential and irrefutable 
message of Keynes and Hansen in their essays on the 
subject, which such critics as Pigou, Schumpeter, 
and Ellis apparently refuse to grasp. Stating the 
problem in this way clears up the “skepticism” of 
those who “feel” that “population growth would be 
powerless by itself to reverse a general downswing” 
(Sweezy, 1940, p. 69). Of course, it would be power- 
less to avert a downswing but it would give new 
scope and power to an upswing. That is why “addi- 
tional people,” to quote Sweezy again, are a “‘stimu- 
lus to investment . . . . instead of a problem for the 
relief administration” (p. 65). Again this does not 
mean that an accession of new workers will auto- 
matically breed a new upswing. A condition of “ex- 
tensive” growth that “early capitalism” could ab- 
sorb in its stride and yet flourish upon may strain 
the capacity of a “high” capitalism which has, toa 
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Of course, this twofold process of capi- 
talist expansion is predicated upon favor- 
able conjunctural conditions: expansion 
in the money supply and bank credit, 
“sound” wage-price relationships, a cer- 
tain kind of public administration, etc. 
The sum totality of these conditions con- 
stituted the environment of the “up- 
swing” phase of the cycles during the 
past century, in the same way that the 
essential mission of the upswing consisted 
in the installation of innovationary tech- 
niques and the provision.of capital equip- 
ment for new population masses. 

It likewise follows that, with the cur- 
rent patterns of income distribution and 
institutional overgrowth, stabilization or 
decline of population will tend to impair 
the ability of the “system” to maintain 
for any considerable period of time the 
large volume of capital investment upon 
which a full-employment economy de- 
pends. Reduction in long-term interest 
rates would meet institutional frictions 
and would have only a limited success in 
evoking capital investment. And the flow 
of inventions and improvements—which 
have a “deepening” character—would 
either have to be tremendously acceler- 
ated or have to obtain an immense new 
scope at a time when institutional hin- 
drances to the application of inventions 
have become notoriously widespread. 
With this “vista” of the future before 
us the “pessimistic” prognosis of the 
Keynes-Hansen school seéms fully justi- 
fied. That prognosis elucidates the 
basic conditioning factors of an entire 
epoch and may, only with the greatest 
caution, be used in explaining such local- 
ized developments as the depressed 
“thirties.” Moreover, the proportion 


considerable extent, lost its creative and accumula- 
tive powers. 

*s Hence there is much soundness in the skepti- 
cism of those who refuse to accept the Keynes-Han- 
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of the national income used for purposes 
of accumulation is sufficiently small— 
averaging around 10-12 per cent—so 
that the process of capital satiation 
would be realized only slowly even after 
a prolonged period of population sta- 
bility or decline. 

It follows from the analysis that the 
stagnating effects on the conjunctural 
development—such as they are—are 
completely due to the institutional over- 
growth and have no roots in the economy 
itself. Remedial policy would have an 
unhindered area of operations. Cessation 
of population growth objectively relieves 
society of the “burden” of mere “‘exten- 
sive” accumulation and makes it pos- 
sible to increase consumption quotas or 
develop more efficient and “roundabout” 
production structures. As Reddaway has 
emphasized, “the problem is not one of 
scarcity in any sense (except that of ini- 
tiative in high places and understanding 
generally).”” Our difficulty “is not to 
overcome the niggardliness of nature but 
so to organize ourselves that we can make 
use of the (relative) abundance which 
should be available.” Larger numbers 
for the glory of the race, or by the man- 
date of Providence or the power of the 
state—the philosophy of the priest or of 
a dynasty and its gendarmes—s at least 
understandable and has a historic ration- 
ale. But that we “should be reduced to 
laboriously increasing the number of 
children in order that we may keep up 


sen explanation of the thirties. See, particularly, the 
comments by Hans Staudinger, Emil Lederer, 
Leland R. Robinson, Rufus S. Tucker, and Alex- 
ander Sachs in the symposium on “secular stagna- 
tion” conducted in 1939 by the Graduate Faculty 
of the New School for Social Research, Social Re- 
search, VI (1939), 143, 157, 165, 172, 174; and How- 
ard Ellis, “Monetary Policy and Investment,” 
American Economic Review, Suppl., XXX (1940), 
27-39. 
6 Reddaway, 1939, Pp. 230. 
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the level of capital outlay and so avert a 
sump” is pecuniary logic gone mad— 
and inverted.” And yet, be it noted, that 
is the unexpressed implication of Gunnar 
Myrdal’s central argument. 


The economics of the transition—and 
that is how a process of population in- 
crease or decrease should be envisaged— 
covers just what the designation implies: 
the limited operation of comparatively 
unimportant variables for a transitory 
period. And it was for this that Myrdal 
wanted to sacrifice the theory of op- 
timum. 


V. MULTIPLICITY OF CAUSES AND 
VOLATILITY OF OPTIMUM 


The classical elucidation of the “laws” 
of return implied that the forces shaping 
the optimum point or zone fell into two 
broad counteracting groups which them- 
selves exhibited a certain historic stabil- 
ity. The discussion by geographers and 
economic historians had generally pos- 
tulated a series of characteristic density 
ratios which were associated with succes- 
sive stages or types of technical develop- 
ment: hunting; pastoral, simple agricul- 
ture, and handicraft ; plantation economy ; 
commercial small manufacturing; and 
massive modern industrialism. These 
stages or typical socioeconomic struc- 
tures were considered to be the product 
of gradual evolutionary development 
punctuated by major historic upheavals 


* Reddaway, 1939, p. 120. Cassel, again, may be 
cited for his clear recognition of the basic fact that 
capital accumulation destined for the provision of 
new population increments-results in a withdrawal 
of “productive forces” from the “satisfaction of cur- 
rent wants, and therefore this satisfaction of wants 
will at any moment be scantier than need be if there 
were no increase of population.” This, he states, “is 
interesting insofar as it shows that the growth of 
population costs something more than the bearing 
and rearing of those children which make up the 
increment of population” (Cassel, 1924, p. 42). 
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in economic technique and social organ- 
ization. 

In striking contrast to this implied 
characteristic of relative stability, mod- 
ern theorists have almost unanimously 
insisted that the optimum “point” or 
“zone” is a highly changeable and vola- 
tile magnitude. Thus it is stated that the 
optimum is “perpetually being altered by 
the progress of knowledge and other 
changes”; is “never definitely estab- 
lished”; is “continually shifting”; is 
“likely to be altered at any moment”’; is 
“never the same for two moments to- 
gether”; and is “always a moving fig- 
ure.””*? Beveridge seriously asserted that 
“ff the optimum number of the popula- 
tion of Great Britain for 31st March, 
1930, were divinely revealed that night 
to an economist in a vision, the one thing 
of which he could feel certain when he 
waked on rst April, would be that the 
number was no longer the same.’’”® Dal- 
ton and Hansen believe that. the opti- 
mum is “more sensitive than .. . . [actu- 
al numbers] to changes in its economic 
environment,” as it “increases rapidly” 
in periods of prosperity or “rapid eco- 

68 See Schmoller, 1900, I, 181, for a discussion of 
the cultural and technological revolutions which de- 
termined “suitable” population densities. Also, E. 
Levasseur, La Population francaise (Paris, 1889-92), 
III, 473-78, describes five historic density ratios. A 
set of optimum density ratios for the many kinds of 
agricultural production was computed by Ratzel, the 
famous economic geographer, and these ratios have 
been cited or adapted frequently. See Karl Kautsky, 
Vehrmehrung und Entwicklung in Natur und Gesell- 
schaft (Stuttgart, 1910), p. 89; W. G. Sumner and 
A. G. Keller, The Science of Society (New Haven, 
1927), I, 46-63. 

6 E. Cannan, Wealth (2d ed.; London, 1916), p. 
69; E. Maurette, “Comments,” Proceedings of the 
World Population Conference, 1927, p. 93; Robbins, 
1927, p. 111; L. M. Fraser, 1934, p. 407; William 
Henry Beveridge, Unemployment: A Problem of 
Industry (2d ed.; London, 1930), p. 376; Fairchild, 
1939, P- 165. 


7 Beveridge, 1930, p. 379- 
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nomic progress” and “falls sharply” dur- 
ing depressions.“ Even A. B. Wolfe, 
whose wise, spirited essays on optimum 
theory stand out as veritable beacon 
lights, has joined the chorus and admits 
that the fundamental determinants of 
the optimum are “constantly changing, 
frequently with disconcerting rapidity.”’” 

Allied with the theory of volatility, 
there has developed a doctrine of an “‘ac- 
tive multiplicity or variety of causes” 
which are so numerous, interlocking, and 
dynamic as to “render it highly difficult 
if not impossible to extricate the effect of 
gross size of population from the other 
variables.”’”3 A characteristic list, which, 
we are admonished, covers only a “few of 
the more important” variables, includes 
sixteen specific factors, ranging from 
dietary habits to religious taboos.’ It is 


™ Dalton, 1928, p. 37; Alvin Hansen, Economic 
Stabilization in an Unbalanced World (New York, 
1932), P. 220. 


7 Wolfe, 1936, p. 246. 


13 Ibid., p. 247; Thompson, 1935, p. 424. Even 
economic geographers catch the idiom of current 
discourse, for Erich W. Zimmerman, World Re- 
sources and Industries (New York, 1933), P. 137, 
states that the optimum depends on a “relation- 
ship . . .. so complex and dynamic that predictions 
of future trends seem folly.” 


™ Thompson, 1935, p. 424. The actual list is as 
follows: the sex and age composition of a population; 
the habits of work that have developed the efficiency 
with which it uses its tools and machines; the hous- 
ing of the people; their dietary habits; the climate 
of the country; the use made of leisure time; the 
form of the social organization; the motives domi- 
nant in determining the objects for which people will 
work; the distribution of wealth among the different 
classes in the community; the religious taboos 
against the use of certain resources or the employ- 
ment of them; the effects of the density and size of 
the population upon the course of inventions; the 
consumption habits of people and their effects upon 
the social and economic structure; the rate of the ac- 
cumulation of capital; the relative amounts of labor 
spent upon the production and distribution of goods; 
the amount and the form of taxes; the rewards be- 
stowed by the social system upon different kinds of 
economic and social activity; and a host of other 
social and economic factors all of which have an 
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further assumed that “any change which 
takes place in any one of these various 
factors may modify the proportion exist- 
ing between the other factors, lead to a 
new equilibrium and thus create a new 
optimum.”’5 

In terms of the reasoning just re- 
viewed, the optimum becomes a fluctuat- 
ing magnitude which perpetually oscil- 
lates under the impact of innumerable, 
discrete, impinging forces that displace 
it in one direction or another. With so 
forbidding (and puzzling) a vision haunt- 
ing the theorist, is it any wonder that 
after a few laudatory words the concept is 
dismissed as being “too complicated”? 

Thus meekly does logical analysis and 
empirical research surrender what Wick- 
sell rated the “first” and “‘most essential” 
task of population research. 

It must be emphasized that this view 
of the optimum is not securely based up- 
on a review of the historic experience of 
any given country. For all that may be 
known, the magnitude of the optimum 
may, in a great number of cases, prove to 
be—and to have been—the comparative- 
ly stable, slow-moving product of that 
series of major technological revolutions 
which have produced modern industrial 
society and the requirements it makes on 
resources and size. In large part, the fac- 
tors making for change may, in actual 
fact, have had only a slight and inconse- 
quential effect on the optimum. Where 
the effects were more serious, they may 
have been self-canceling—the indifferent 
play of random causes. Theorists have 


effect upon the productive processes of the commu- 
nity. Similar lists, although less extended, were de- 
veloped by Mombert, 1929, p. 243; Hansen, 1932, 
Pp. 219. 

75 Ferenczi, 1938, p. 48. 

7% McCabe and Others, 1937, p. 88. For similar 
confessions see Ferenczi, 1938, p. 48; and Robbins, 
1927, p. 128. 
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been unable to discern a consistent trend 
in the effects of technical improvements; 
“it is a matter of the greatest difficulty to 
formulate even tentative generaliza- 
tions” or to “classify in advance a whole 
age of inventions” and “some inventions 
make a larger population desirable and 
others a smaller population.” These ob- 
servations would seem to reinforce the 
thesis of broad stability in the opti- 
mum.7? 

It is certainly not our intention to en- 
deavor to sustain the thesis of “broad 
stability” by mobilizing empirical data. 
The final determination of the actual 
complexity and volatility of the opti- 
mum will have to await the completion 
of monographic research, which, in any 
case, will yield a verdict not of black or 
white but of gray shaded to various 
degrees. It is not unlikely that the actual 
characteristics of the optimum have 
varied through time and at any given 
period for different countries. Pending 
such monographic treatment, however, 
we may suggest the following proposi- 
tions, which, it is submitted, are capable 
of verification and which are designed 
to serve as so many starting hypotheses 
for concrete research. 

The first proposition is that the funda- 
mental factor by which the optimum size 
is conditioned has been relatively stable 
in Western countries for some decades 
and promises to remain so for the proxi- 
mate future. Specifically, reference is 
made to the diverse caliber of resources 
which must be utilized on their inferior 
intensive and extensive margin. With re- 
spect to almost all of the resource indus- 
tries, empirical research would, I believe, 
justify the following conclusions: (1) We 
are at present and have, for some time, 


” Robbins, 1927, p. 129; Plummer, 1932, p. 620. 
Both writers pondered the question seriously. 
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been working on the meager side of inferi- 
or margins. (2) Various technical changes, 
inventions, and discoveries of new re- 
sources have lightened the burden on 
individual kinds but not on the aggre- 
gate of resources. (3) While consumption 
patterns reveal a drift toward commodi- 
ties and services which do not involve 
any substantial draft on resources, this 
secular drift has had only a modest 
influence. 

The second of our propositions is that, 
while early industrial inventions and dis- 
coveries required (and obtained) a large 
market in order to develop their full ef- 
fects, the market, once achieved, does 
not need to be enlarged because of sub- 
sequent discoveries and inventions, so 
that the optimum density preserves a 
certain stability. That circumstance pro- 
vides the setting which accounts for the 
indifferent effect on the optimum of cur- 
rent technological improvements and in- 
dustrial changes of various types. Thus 
the inference commonly made that the 
twentieth century may be expected to 
follow the example of the nineteenth 
century and require an increasing densi- 
ty of population would be contrary to 
reasonable presumption and would need 
independent empirical support.” 

Our third proposition is that the single 
most revolutionary innovation of mod- 
ern industrialism—that of cheap railway 
and ocean-going transport—had (and 
has) the effect of raising the effective 


7 One of Wicksell’s followers in Sweden, Dr. B. 
W. Silverstope, speaking at the 1927 Population 
Conference, expressed the point very clearly: “But 
it is not true that every new invention means a mov- 
ing up of the optimum point, for, once the division of 
labor has been fully developed, it is possible to profit 
by new inventions and new methods of production 
without any further increase of population” (Pro- 
ceedings of the World Population Conference, 1927, Pp. 
100). We might add that many new inventions or dis- 
coveries are displacing in _ (one mechanized in- 


dustry displacing another 
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economic density of an area. Economic 
density, as Marx insisted, is relative to 
the efficiency of transport. “A country 
with a relatively sparse population which 
is equipped with a developed network of 
transportation facilities is more densely 
(“dichtere”) populated than a more nu- 
merously populated land with an unde- 
veloped transport system.”’7? 


VI. MEASURING THE OPTIMUM 


The current misunderstanding and op- 
position to the theory of the optimum 
and its hypostatization as a nebulous and 
complex concept have been fittingly ac- 
companied by an extreme pessimism con- 
cerning the possibilities of its quantita- 
tive measurement. The hopefulness in 
this direction manifested by a few theo- 
rists is lost in an almost universal pessi- 
mism.** It was the express observation of 


7° Karl Marx, Das Kapital (Marx-Engels-Lenin 
Institut ed.; Moscow, 1932), p. 370. For the same 
thought see Zimmerman, 1933, p. 137; Silverstope, 
1927, p. 100; Mombert, 1935, p. 530. 


8 We do not have primarily in mind the “hope- 
fulness” of an earlier generation of population theo- 
rists for whom the search for the optimum took the 
form of an analysis of conditions of ‘‘overpopula- 
tion.” Nor should we, perhaps, utilize the optimis- 
tic statements of such optimum “pioneers” as Wick- 
sell and King. Attention is called to recent utter- 
ances by writers who may be presumed to be fully 
aware of the complexities of measurement. Thus 
J. J. Spengler, who, in his France Faces Depopula- 
tion, pp. 256 ff., made an admittedly sketchy but 
suggestive analysis of optimum conditions in France, 
stated the following in his paper before the Popula- 
tion Congress in 1933: “To assert, as some writers 
do, that the concept of an economic optimum is 
meaningless because optimum density cannot be 
measured with precision indicates that the writers do 
not know what is meant by the law of diminishing 
returns or that they are unclear as to what gives 
meaning to concepts” (Spengler, 1933, p. 41, 0. 1). 
The well-known English statistician-economist, P. 
Sargent Florence, declared that the determination 
of an optimum “should be amenable to a statistical 
answer,” although he declared that “no statistician, 
so far as I am aware, has given it serious attention” 
(Florence, Overpopulation, Theory and Statistics 
[Psyche Miniatures,”’ No. 2 (London, 1926)], p. 15). 


MANUEL GOTTLIEB 


Wolfe that “practically all serious think- 
ers” on the subject “have speedily con- 
cluded that .... [it] is purely conceptual 
and consequently incapable of application 
in social policy.”** The thought that there 
“is no means of determining” the opti- 
mum, the “impossibility of expressing 
[it] in quantitative terms” was “gener- 
ally agreed” to by the many population 
specialists collaborating with the Inter- 
national Studies Conference group. 
The more modest of the current for- 
mulations merely stress the thought that 
the task of measurement is “difficult, if 
not impossible”; or that it offers “‘stu- 
pendous—for the present insuperable— 
difficulty” which cannot be coped with 
“in the present state of human progress”; 
or that a given author has “so far.... 
discovered no means” of solution. In 
more strident tones we are told that the 
task of measurement is “hardly conceiv- 
able”; “‘never possible” ; “‘almost impos- 
sible” (“noch als unméglich’’); “so im- 
possible to arrive at any measure that 
we had best give up trying”; and doomed 
to failure by “‘statistical measurement or 
even by estimates worthy of the name.” 
At the high pitch of pessimism we are 
warned that the optimum cannot be as- 
certained “‘with even modest degrees of 
precision”; that it is so “unknowable” 
that we “cannot even say as a rule in 
what direction the optimum lies, e.g., 
whether a population increasing at a cer- 
tain rate is moving toward the optimum 
or away from it’’; and that we not only 
cannot ascertain an optimum from 
knowledge of “prevailing conditions” but 
we cannot “even begin to make such a 


Rao stated that the concept presents “one of the un- 
solved but nevertheless soluble problems of eco- 
nomics” (Rao, 1939, Pp. 447). 


% Wolfe, 1936, p. 247. 
82 Wright, 1938, pp. 83-8s. 
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calculation.”*3 With obvious disgust, 
Gunnar Myrdal complains that “‘it has, 
of course, never been possible anywhere 
to give for any country a quantitatively 
expressed answer to the practical ques- 
tion of the actual position of this popula- 
tion optimum.”*4 

It is somewhat paradoxical that this 
extreme pessimism with respect to meas- 
urement has gone hand in hand with a 
primitive approach to the concrete task 
of measurement which at best results in 
fruitless speculation and which has con- 
sistently exerted a harmful influence. 
That approach essentially consisted in a 
search for “external signs,” “indices,” 
“objective tests,’ and “visible symp- 
toms,” with the aid of which one could 
“discover’’ the optimum as one ascer- 
tains temperature from a thermometer.*s 
The “failure” of the crudest of these 
“tests” —unemployment, adverse real ex- 


change rates, a comparison of crude or 
refined density ratios—is generally recog- 
nized.* One such test, that of the direc- 


‘ SIn the order of their appearance, the above 
citations are extracted from McCabe and Others, 
1937, p. 89; Fairchild, 1927, p. 80; Ferenczi, 1938, p. 
111; Dalton, as cited in Cohn, 1934, p. 33, n. 118; 
Penrose, 1934, p. 66; Mombert, 1935, pp. 558-s9 
(“Jamais il n’est possible de déterminer si et quand 
loptimum est atteint dans un pays’’); Cohn, 1934, 
p. 83; Thompson, 1935, p. 424; Zimmerman, 1933, 
p. 136; Sarkar, 1936, p. 34; Beveridge, 1930, p. 376; 
A. M. Carr-Saunders, World Population: Past 
Growth and Present Trends (Oxford, 1936), p. 137- 

%G. Mrydal, 1940, p. 143. 

s The quoted words are from Wright, 1938, p. 
84; Ferenczi, 1938, p. 49; Dalton, 1928, pp. 34 ff. 
Robbins, Carr-Saunders, Beveridge, and others were 
all engaged in a similar search and examination of 
“signs,” “tests,” and “symptoms.” Already in 1927, 
however, Ross had declared that, “unlike the pres- 
sure of the atmosphere or of a confined gas, popula- 
tion pressure cannot be measured upon one simple 
scale, for it manifests itself in various ways and en- 
ters into many concrete forms and situations” (Ross, 
1927, p. 127). 

“Dalton, Robbins, Ferenczi, Répke, Wright, 
and Mombert have revealed the weakness of these 
“indices,” 
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tion of per capita real income trends, has 
been considered worthy of “careful con- 
sideration” and has been used despite 
the incisive and unanswerable critique of 
Robbins, Dalton, and Hansen.*’ With 
easy access to income data, judgment has 
been rendered as to the existence of popu- 
lation exceeding the optimum by ascer- 
taining the adverse or favorable trend of 
per capita income.* Yet it is obvious, on 
simplereflection, that countrieswhichhave 
substantially exceeded the optimum may 
still show positive income trends. Con- 
versely, declining or constant output 
trends may not be caused by overpopula- 
tion. A number of other variables—in- 
cluding varying social policy, business- 
cycle trends, technological improve- 
ments, alterations in the foreign econom- 
ic position, the crudeness and systematic 
biases of long-time aggregate output sta- 
tistics—would preclude the automatic 
use of output-trend data. Real-wage sta- 
tistics are even more deficient in these 


8? The quoted words are from Carr-Saunders, 
1936, p. 330: “Of the various tests for the existence 
of overpopulation which have been proposed, one 
only deserves careful consideration, namely move- 
ments of real income.” For the same thought see 
Penrose, 1934, pp. 51 ff.; Beveridge, 1930, pp. 377 
ff. None other than Allyn Young was responsible for 
the statement that he “should go along with Profes- 
sor Carr-Saunders . . . . so far as to hold that so long 
as increasing population is accompanied by increas- 
ing average real income there is ground for the pre- 
sumption that no overpopulation exists.” See his 
review in Economica, VIII (1928), 115. So wide- 
spread has the notion become, that one writer ob- 
served that “the measure for overpopulation em- 
phasized by holders of the income-optimum con- 
cept is the rise or decline of real income per capita” 
(Allan B. Cole, “Japan’s Population Problems in 
War and Peace,” Pacific Affairs, XVI [1943], 406). 
For criticisms see Robbins, 1927, pp. 124-28; Dal- 
ton, 1928, pp. 40 ff.; Hansen, 1932, pp. 220 ff. 

88 Particular sinners who may be noted here are 
Penrose, 1934, P. 53, who applied the “index” to 
Japan; and Carr-Saunders, 1936, pp. 140-44, who 
applied it to the various countries of western Eu- 
rope. 
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respects.*® To this extent the search for 
simple “tests” and “symptoms” has been 
not only fruitless but downright mis- 
chievous. 

Even if the failure of the “tests” were 
to mean that the optimum was actually 
“unknowable” or incapable of quantita- 
tive measurement, the optimum concept 
would not lose validity or even practical 
usefulness. One need merely refer to 
the celebrated defense made by Pigou 
and Béhm-Bawerk of the necessity of 
constructing “empty economic boxes” or 
of analyzing the behavior of unknown 
magnitudes (“das Theoretisieren mit un- 
bekannten Grdéssen’’).% 

Fortunately, however, the argument of 
“unknowability” can be demolished by 
simply following it to its logical conclu- 
sion: namely, that it is properly a matter 
of indifference whether populations in- 
crease or decrease without assignable 
limit. In other words, the current view- 
point implies that we have no way of 
knowing whether a population of 5, 25, 
100, 150, or 300 millions in this country 
would result in varying average man- 
hour productivity. As early as 1927 Fair- 
child stated that we could unhesitatingly 
establish certain empirically verifiable 
quantitatively expressed limits to the op- 
timum. Even a scanty knowledge of the 
known density requisites of modern in- 
dustrialism and the range and caliber of 
our natural resources would permit the 


%* Mombert defended the use of real-wage data 
as an acceptable measure of productivity trends: 
“Si l’on veut déterminer de la facgon la plus directe 
si la rendement de |’économie et, par conséquent, le 
bien-étre de la population sont en hausse, il n’est 
pas de moyen plus simple que d’étudier les res- 
sources réelles de la population, par téte, ainsi que 
Vévolution des salaires réels” (Mombert, 1935, p. 
556). The English figures cited were, however, cau- 
tiously interpreted in this ingenious and thoughtful 
article. 

% See Pigou, 1924, pp. 199 ff.; Marget, 1938, I, 
64, n. 65, for the reference to Béhm-Bawerk. 
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statement that per capita output would 
be substantially reduced with a popula- 
tion of (let us say) 50 millions and 250 
millionsThere is, also, no doubt that no- 
body could ever collect sufficiently exact 
data to disclose that the optimum popv- 
lation was a certain specific figure (let us 
say 95,750,425). The most fruitful and 
ingenious research could, at best, hope to 
emerge with a zone of figures of varying 
degrees of relevance and probability. A 
sufficient amount of certainty could only 
be assured in those cases where, in the 
words of Dalton, numbers were found to 
be “seriously out of adjustment with the 
optimum.’ We thus see that the whole 
problem of measurement reduces itself to 
the task of narrowing, to the greatest 
possible extent and within relatively 
manageable dimensions, a broad range of 
potential optima. Fruitful controversies 
with respect to measurement must, if 
they are to be realistic, avoid pretensions 
of mathematical precision, on the one 
hand, or a nihilistic absolutism, on the 
others 

“The task of developing quantitative 
limits to an optimum zone will, of course, 
require for each specific time and place a 
vast amount of concrete research and 
falls necessarily outside the scope of this 
paper.»To that extent the unfortunate 
jibe of Gunnar Myrdal, who has asked for 
concrete demonstrations of an optimum, 
will not be satisfied. While his implied 
aspersion is hardly merited, it is near 
enough the mark to carry a sting. After 
all, forty years of theorizing about the 
concept might have been accompanied 


%* Dalton, 1928, p. 34. Mombert expressed the 
thought differently by insisting that, even if we 
could never ascertain the precise optimum, we could 
ascertain whether we were approaching or drawing 
away from it: “Tout ce qu’il sera possible de faire, 
c’est d’indiquer si |’évolution se rapproche de cet 
optimum ou si elle s’en éloigne’’ (Mombert, 1935, P- 
559). 
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by concrete research work which, to a 
greater or lesser degree, could assist in the 
determination of population policy. It 
may be worth while, for that reason, to 
sketch out in summary fashion a few con- 
siderations indicating the kind of re- 
search needed, the difficulties that will be 
faced, and some of the progress achieved 
up to date. The problems involved in 
measuring “real terms of trade” and 
other problems arising from international 
relations will be passed over because of 
their special character. 

The first requirement of a research into 
optimum population is specialized knowl- 
edge of the character and diversity of 
each of the important natural resources 
and the extent of their utilization on de- 
ficient margins of returns. For most coun- 
tries of the world the continuous research 
of geographers, geologists, agronomists, 
and other specialists has accumulated an 
enormous mass of technical information 
which is readily usable for purposes of 
optimum research. This would be dis- 
closed by even a casual glance at stand- 
ard works on economic geography. Per- 
haps the most outstanding example of re- 
search of this kind is the study by the 
U.S. Department of Agriculture of the 
fertility and other characteristics of all 
the agricultural land of the United 
States and the classification of that land 
into five broad categories.” The vast de- 
scriptive literature on land tenure, soil 
management, and farm productivity 
would make it possible to set up schedules 
of optimum farm sizes for varying rural 
cultures and regional areas and would be 
particularly useful for measuring the loss 

* National Resources Board, A Report on Nation- 
al Planning and Public Works in Relation to Natural 
Resources, and Including Land Use and Water Re- 
sources... . (Washington, 1934), Part II, pp. 126- 
27; U.S. Department of Agriculture, Yearbook of 
Agriculture, 1938, Soils and Men (Washington, 
1938), pp. 979-1161. 
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in product caused by intensive utilization 
of resources of high quality.** Informa- 
tion concerning other natural resources— 
woodland, fisheries, minerals—is also 
available for most countries of the world. 

“For countries in which “primary”’ ac- 
tivities dominate economic life—China, 
India, southeastern Europe, and other 
areas—the kind of study outlined above 
would afford the principal basis for the 
determination of optimum numbers, sup- 
plemented by attention to such factors 
as the well-known phenomena of agrarian 
overpopulation resulting from agricul- 
tural rationalization and the compensat- 
ing possibilities for industrial develop- 
ment. Put in these terms, it is obvious 
that a considerable body of applied eco- 
nomic literature can be utilized with 
varying degrees of success for purposes of 
optimum research. To this extent we can 
say that the outlook for such research is 
promising, indeed. > 


“For the countries or areas with an ad- 
vanced industrial development, the study 
of resources will constitute an important 
starting-point of research, since the tend- 
ency of diminishing returns from these 
resources is now being minimized in im- 


%3 For countries of the Pacific a considerable 
amount of information has been collected by the 
Institute of Pacific Relations. See Karl J. Pelzer, 
Population and Land Utilisation, Part I of An Eco- 
nomic Survey of the Pacific Area, ed. F. V. Field 
(New York: Institute of Pacific Relations, 1941). 
For an example of how not to use data of this type 
to uncover tendencies of diminishing returns, see 
Ryoichi Ishii, Population Pressure and Economic Life 
in Japan (Chicago, 1937), pp. 148-53. He manages 
to conclude that “there is no factual basis” for the 
opinion that “Japanese agriculture is now being 
operated at the stage of a decreasing marginal re- 
turn” (p. 148). Again, comparisons of crude indices 
of farm productivity of different countries with 
agrarian density ratios are only loosely suggestive 
and should not replace a direct analysis of the pe- 
culiar features of each country’s own situation. For 
a development of an interesting series of indices of 
the type mentioned, see E. Huntington, “Agricultur- 
al Productivity and Pressure of Population,’ The 
Annals, CXCVIII (1938), 73-92. 
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portance, as it formerly was overesti- 
mated. It would, at any rate, not be 
difficult to demonstrate in quantitative 
terms the actual extent and range of that 
tendency in the United States.%, 

As Colin Clark has emphasized, how- 
ever, the economic activities of advanced 
industrial countries are of a “secondary” 
or “tertiary” type, which are dominated 
to a greater or lesser degree by tendencies 
of increasing returns. Our theoretical 
understanding of these tendencies has 
been considerably advanced since Adam 
Smith laid down the “theorem that the 
division of labor depends upon the extent 
of the market.” This we owe partly to 
such anti-Malthusians as Friedrich List 
and Henry George, with their theory of 
“productive forces”—“but principally to 
Alfred Marshall, whose insight into the 
economies of large-scale production was 
almost uncanny. We know that these 
economies are substantial, omnipresent, 
and cumulative, ramifying generally into 
related or collateral industries; and that 
they are themselves “‘subject to diminish- 
ing returns.” For, after an industry has 
attained a certain size, “the less are the 
economies to be secured by further 
growth.’ It is also plain that we will en- 
counter discontinuities of a “‘lock-and- 
key” variety, with the utilization of 
given technical processes being condi- 


9% Jewkes, 1939, pp. 110-11. 


9% Again, a large part of the essential material 
has been collected: by the National Resources Plan- 
ning Board in its various publications; in the large 
literature on our “depressed” areas (e.g., Carter 
Goodrich and Others, Migration and Economic Op- 
portunity [Philadelphia, 1936]); and in standard 
works on “conservation” in the various resource 
industries. 


% Allyn Young, “Increasing Returns and Eco- 
nomic Progress,” Economic Journal, XXXVIII 
(1928), 529. 

97 E. A. G. Robinson, The Siructure of Competi- 
tive Industry (New York, 1932), p. 135. 
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tioned by the achievement of a certain 
size. > 

But essentially all the later doctrinal 
developments are nothing but hints and 
empty formulas which remain in the 
realm of “vague masses of unspecified 
fact.”” Quantitative research has been, 
with two happy exceptions, virtually 
nonexistent and would encounter diffi- 
culties of a baffling and elusive character. 
The almost desperate need for quanti- 
fication is apparent from the wildly 
divergent estimates which have been 
thrown out by various writers. It 
will be recalled that Cannan rebuked 
John Stuart Mill for his assertion that 
the English population of 1848 already 
was sufficiently large for the purposes of 
industrial development. A _ generation 
later R. F. Harrod stated that “‘the econ- 
omies of large scale have not yet reached 
[by 1939] their limit in this country anda 
contraction of the market would lead to 
diminished efficiency in many fields.” 
Jewkes replied that his ‘own impression 
would be exactly the contrary.’’ It is, he 
asserted, “difficult to think of any one 
important industry or public service 
which could not seize upon the full econ- 
omies of large scale production with (say) 
a market of 20 million persons in an area 
as small as that of Great Britain.”™ 
Hardly less unedifying, if less uncontro- 
versial, dicta have been pronounced by 
American writers.®® It is quite apparent 
that so far we are dealing with “arm- 
chair speculation” which carries no 
weight “no matter how illustrious are the 
persons who participate in it.’ 


* Harrod, 1939, p. 17; Jewkes, 1939, Pp. 109-10. 


*” Sumner H. Slichter, Modern Economic Society 
(New York, 1928), p. 338, says that, “taking the 
country as a whole, the present population of 120,- 
000,000 appears to give us the principal economies of 
large-scale production.” See also King, 1915, Pp. 23% 


100 Hoover, 1932, P. 203. 
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Any effort to measure the influence of 
population size upon all nonresource 
working activities must commence, so it 
would seem, with a classification of these 
activities according to their probable re- 
sponsiveness to size variations. The most 
sensitive of these activities are undoubt- 
edly those of that considerable segment 
of the national economy which provides 
the national overhead services of govern- 
ment, communication, and transporta- 
tion Many of the services of government 
—such as education, local welfare, insti- 
tutions—would tend to vary with nation- 
al size>but other services would remain 
relatively constant. A rough classifica- 
tion of government employment of men 
and resources into activities of a variable 
and fixed character, together with coef- 
ficients of sensitivity, could be developed 
on the basis of the voluminous current 
data. With certain modifications, similar 
classifications and indices could be devel- 
oped for the communication and trans- 
portation industries, both of which oper- 
ate with a heavy overhead of equipment 
and personnel. 

At the other extreme must be placed 
the large mass of activities which provide 
distributive, personal, recreation, and re- 
pair services and small local manufactur- 
ing. “Reduction or increase of population 
size—except for extremely large varia- 
tions—would not sensibly affect the cost 
of the services provided.sThese activities 
are of a duplicative type; and an enlarged 
mass represents mere agglomeration— 
more gas stations, grocery stores, dry- 
cleaning and laundry plants—without 
appreciable differentiation or gain. Here, 
again, analysis of the occupational struc- 
ture of an economy will reveal the quan- 
titative weight to be assigned. 

“The third category is a residual make- 
shift, embracing principally manufactur- 
ing activities, hich will, to varying de- 
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grees, take on the characteristics of the 
other two classifications. Elusive as is the 
problem of preasuring—the influence of 
a degree of 
quantification has already been attained. 
This may principally be attributed to 
G. T. Jones, whose ingenious and pene- 
trating analysis, for all its limitations and 
crudities, constitutes an invaluable start- 
ing-point for further research. The analy- 
sis was presented in a posthumous publi- 
cation entitled Increasing Returns: A 
Study of the Relation between Size and 
Efficiency of Industries with Special Refer- 
ence to the History of Britieh and American 
Industries, 1850-1910." “Jones subjected 
to a thorough investigation all the avail- 
able statistical data with respect to five 
industries: the American cotton-textile 
industry, the American pig-iron industry, 
the British home-construction industry, 
the British pig-iron industry, and the 
British cotton-textile industry. His pro- 
cedure was to sel t standard competitive 
croducts with fixed specications which 
remained relatively constant throughout 
the period studied (1850-r970). It was 
also ascertained that in these industries 
no major technological change apprecia- 
bly affected the continuity of the time 
series. The selling prices of each product 
were then averaged and deflated with 
carefully weighted indices of prices paid 
for the component raw materials, labor 
efficiency rates, and overhead and mana- 
gerial services. The deflated price series 
thus represents the real cost of the prod- 
ucts or that price which would have 
been charged with fixed factoral unit 


1 Cambridge, 1933. Colin Clark has also at- 
tempted to apply statistical research to the problem 
(see his The Conditions of Economic Progress (Lon- 
don, 1940], pp. 291-316). His technical measures are 
far cruder and much less illuminating than those of 
Jones. See, however, his two tables on pp. 297 and 
305, especially the latter, with its correlation be- 
tween volume of output and output per head. 
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pricessWhen the resulting fluctuations in 
this series are contrasted with a physical- 
volume series of the product, the tend- 
ency for costs to decline as volume ex- 
pands yields extreme limits to the pos- 
sible operation of increasing returns.» 
While the number of products covered 
by the survey was limited and time (and 
staff) could have improved the statistical 
accuracy of almost all the computations, 
the results of the survey are still very 
valuable. For the period 1890-1910 the 
elasticity values (per cent expansion of 
volume divided by per cent fall in real 
cost) for the pig iron, cotton textile, and 
building construction were, respectively, 
1, $, and 4; and the analysis of American 
and British industries emerged with a 
similar sequence of index values.** The 
extension of similar surveys to other in- 
dustries, the elaboration of improved in- 
dices of the component cost factors, the 
elimination of the effects of technological 
improvements not inherently attached to 
size, the development of an adequate 
measure of changes in profits, and the 
coverage of additional standard products 
—all offer a promising field of optimum 
research. Other promising avenues for at- 
tacking the problem statistically may be 
provided by comparative studies of simi- 
lar industries or clusters of industries in 
different countries.*® It is not improbable 


102 The index represents: per cent of volume ex- 
pansion/per cent fall in real costs. 


%°3 The U.S. Tariff Commission has published 
the results of many studies involving comparisons 
of domestic and foreign industries (see, e.g., Report 


MANUEL GOTTLIEB 


that Soviet economists and industrialists 
who have had the rare experience of plan- 
ning and instituting a complex and thor- 
oughgoing industrial development, in 
many cases starting almost from scratch, 
will have accumulated rich masses of 
data bearing on the problem. Finally, the 
literature on rationalization should yield 
some concrete suggestions as to the na- 
ture of the discontinuities imposed by 
the size factor. 

We thus see that fruitful and realistic 
optimum research would utilize the find- 
ings of a large number of related scien- 
tific and descriptive disciplines—indus- 
trial, social, and economic. The specific 


' influence of international economic rela- 


tionships and prospective technological 
trends would extend the range of inquiry 
over a still wider field as new and less 
predictable variables come into play. > 
“It is, of course, manifestly impossible 
for anyone to “compute” an optimum 
number as a discrete and unambiguous 
magnitude. It may even prove difficult to 
supply a zone of figures sufficiently re- 
stricted in range to be useful. It is certain, 
however, that optimum research could 
throw its modest light on many of the 
crucial aspects of the problemaIt would, 
at any rate, be that much easier to dis- 
pel the dark counsels of obscurantists 
and racial chauvinists, whose policy rec- 
ommendations will, all too frequently, 
run counter to rational economic calcu- 
lations. 

FRANKFort A. M., GERMANY 


No. 139 [2d ser., 1940]: Silverware; Report No. 60 
[ad ser., 1933]: Blown Glass Tableware. 





THE PHYSIOCRATS AND SAY’S LAW OF MARKETS. II* 
JOSEPH J. SPENGLER 


C. CONTINUITY OF EXPENDITURE, 
OR CONSUMPTION 


continuity of economic activity 
was contingent, as was its expan- 


sion, the physiocrats held, upon 


the continuity and the expansion of the . 


effective demand (i.e., consumption), at 
prices satisfactory to farmers, for agri- 
cultural produce and raw materials. For, 
given such demand, investment in agri- 
culture, together with agricultural out- 
put, would expand; and, given such ex- 
pansion of agriculture, industry and com- 
merce would progress in proper measure. 
Because they believed that continuity 
of consumption presupposed continuity 
of the circular flow of money and goods, 
the physiocrats insisted, in substance, 
that income received be promptly re- 
stored to the income stream—i.e., spent 
—and made to maintain the demand for 
agricultural produce and, if possible, to 
facilitate the expansion of both output 
and consumption; and they opposed 
practices which delayed the restoration 
of money received to the income stream. 

Each producer is the creator of a sur- 
plus beyond his own requirements, of 
which he must dispose if he is to con- 


* The first part of this article appeared in the 
September issue of this Journal. 


“ Industry and commerce naturally expanded in 
proper proportion to territorial revenue when their 
progress was not subjected to governmental inter- 
ference (see Mirabeau, Philosophie rurale, III, chaps. 
x-xi; also ibid., II, 28 ff., where he says, in substance, 
that nonagricultural economic activities and socie- 
hes are but dependencies of agriculture, capable of 
expanding only as the latter expands; see also Ques- 
_ PP. 333, 343-44, 391 ff.; and n. 115, 


tinue its supply; for to him this surplus 
is a superfluity which he would exchange 
for something he deems necessary. If he 
cannot exchange it on satisfactory terms 
for goods and services which he wants; 
if, because satisfactory markets are 
denied to him, he is compelled to sell his 
superfluity dirt cheap, he will curtail its 
output and cease investing in its pro- 
duction. Yet he cannot sell unless others 
stand ready to buy, and others can- 
not sell unless he stands ready to buy. 
Whence commerce is essential to trans- 
mute that which is superfluous into that 
which is necessary and thus stimulate 
production; and consumption, by con- 
sumers able to purchase at prices satisfac- 
tory to producers, regulates reproduction. 
Mercier represented the physiocratic 
view well when he wrote: 


La consommation est la mesure de la reproduc- 
tion, car des productions qui resteraient sans 
consommation, dégénéraient en superflu sans 
utilité, sans valeur; et dés-lors on cesserait de 
faire les avances de leur culture. ... 

Ainsi, en considérant le commerce comme 
une multitude de ventes et d’achats faits en 
argent, personne n’est acheleur qu’autant qu'il 
est vendeur; et comme acheter c’est payer, per- 
sonne ne peut acheter qu’en raison de ce qu'il 
vend, parce que ce n’est qu’en vendant qu’il se 
procure l’argent pour payer ce qu’il achéte. 

De ce que tout acheteur doit étre vendeur, 
et ne peut acheter qu’autant qu’il vend, il ré- 
sulte évidemment un deuxiéme axiome: c’est 
que tout vendeur doit tire acheteur, et ne peut 
vendre qu’autant qu’il achéle; qu’ainsi chaque 
vendeur doit, par les achats qu’il fait a son tour, 
Sournir aux autres Vargent pour acheter les mar- 
chandises qu’il veut leur vendre. 

% Op. cit., PP. $37, 540-41, 493, 545 (his italics); 
see also Le Trosne, De l’iniérét, pp. 511-13, 553, 
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“In the order prescribed by the Author 
of Nature,” wrote Mirabeau, “the ex- 
penditure of wealth must necessarily 
precede the reproduction of wealth.” 
And he added that poverty is born of 
frugality; and national ruin of the cessa- 
tion of productive expenditures.” 
Aggregate consumption of raw produce 
at satisfactory prices was governed by 
the size and the comfort (i.e., purchas- 
ing-power) of the domestic population 
and by the extent of export demand. So 
long as aggregate domestic consumption 
fell short of aggregate output, given effi- 
cient cultivation and diversified crops,” 
it was essential that the surplus be sold 
abroad, the creations of foreign sterile 
classes being accepted in exchange.” 


603-4, and De l’ordre, pp. 200 ff. n.; Mirabeau, 
Philosophie rurale, 1, 44-48; Dupont, ““Maximes...,” 
in Daire, op. cit., pp. 390-92; Quesnay, (2uovres, pp. 
475, 478, and “Hommes,” of. cit., p. 19. 

1 Philosophie rurale, II, 55; Ill, 41; I, 208. 
Mirabeau had in mind an agricultural kingdom, not 
a commercial state. 


7 Given crop diversification, the aggregate do- 
mestic demand for raw produce was necessarily 
greater than when crops were undiversified and there 
was less variety to tempt consumers. For this rea- 
son, among others, the physiocrats opposed restric- 
tions upon the farmer’s freedom to cultivate what he 
believed to be marketable and profitable (e.g., see 
Quesnay, Euvres, pp. 333-34, 346-47, 391). 

72 E.g., see Le Trosne, De lintérét, pp. 510 ff., 
618 ff. According to Mercier, since foreign commerce 
provides an outlet for all surplus production, “con- 
sumption no longer has known limits”; the products 
of a nation can be sold at “the best possible price,” 
and abundance cannot depress agriculture (see of. 
cit., pp. 545-46; also Quesnay, “Du commerce,” 
(Euvres, pp. 446-94). Mirabeau, who emphasized the 
dependence of consumption upon the level of in- 
come received (Philosophie rurale, II, chap. viii), in- 
dicated three conditions, given which, a large agri- 
cultural output operated to depress net product: (1) 
lack of foreign markets; (2) inefficient methods of 
production; and (3) reduction of farm income 
through taxes on provisions (ibid., I, 301). The 
physiocrats did not look with approval upon expor- 
tation that resulted from the fact that the domestic 
population was poverty-ridden and incapable of 
buying enough raw produce at satisfactory prices 
(e.g., see Le Trosne, De l’intérét, pp. 620-24). 


Under conditions of free trade such nec- 
essary exportation’? would always take 
place, and prosperity would therefore 
persist. Meanwhile, if economic activity 
at home remained unfettered and unob- 
structed and a satisfactory pattern of 
consumption continued, the domestic 
market would expand, and the need to 
export would diminish. For then provi- 
sions would be abundant, advances 
would be expanding, and employment 
would be available; whence population 
would increase in number and comfort 
until, the economy having become fully 
developed and peopled, there would be 
little production available for exporta- 
tion.”* To bring about this desirable 


73 The physiocrats held, consistently with their 
general theory of circular flow, that a nation must 
purchase abroad in the same amount as it sells 
abroad. Inasmuch as precious metals are not wealth 
but merely materials out of which money and cer- 
tain products may be made, a nation must accept 
practically all payment in the form of goods; it must 
not strive for a “favorable balance” and precious- 
metal imports. An exporting agricultural nation 
should accept in payment for its raw produce such 
foreign manufactures—namely, those consjsting at 
most in small measure of primary raw materials pro- 
duced in that nation—as can be obtained more 
cheaply abroad than at home. An agricultural 
nation, Quesnay’s analysis suggests, derives a 
double advantage from agricultural exportation: 
(1) expansion of agricultural income and net product 
and (2) freedom from dependence upon foreign 
sources for indispensable raw produce and freedom 
from the fluctuations in demand to which luxury 
exports are subject (e.g., see Quesnay, (wores, 
PP. 236-37, 240, 324 ff., 333-34, 344-45, 352-53 
446 ff.; Mirabeau, Philosophie rurale, I, 211 ff., Il, 
141-42, III, chaps x-xi; see also A. I. Bloomfield, 
“Foreign-Trade Doctrines of the Physiocrats,” 
American Economic Review, XXVIII [1938], 716-35; 
and n. 74). 


7 External commerce, wrote Mercier, is only 4 
pis-aller; it is necessary when domestic consumers 
are unable to provide a sufficient demand for raw 
produce at a bon prix. It is necessary also when 4 
state, because of climatic or other conditions, is un- 
able to supply all the raw products of which it has 
need; then it is “a necessary evil” (see op. cit., pp. 
547-48; also Quesnay, “Du commerce,” Guores, pp 
483-85, and “Analyse... ,” pp. 320 ff.). While the 
physiocrats defended freedom of trade on philo- 
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course of development it was both un- 
necessary and inadvisable that popula- 
tion growth be encouraged;’> it was es- 
sential merely that competition be un- 
trammeled, that internal and external 
commerce be free, and that the common 
man be allowed to improve his moral and 
physical condition, his productive effec- 
tiveness, and his mode of living. 

The physiocrats took it for granted 
that, given economic liberty and no ob- 
structions to the circular flow of money 
and products, the demand for agricul- 


sophical grounds, they were not fully alert to the 
advantages of international specialization. They ad- 
vocated the establishment of free trade in grain 
largely because they believed that such trade would 
augment the price of grain and raw produce, in- 
crease net product, and thus make for economic 
prosperity. They favored the exportation of raw 
produce rather than that of wrought goods because 
only the former contributed appreciably to the ex- 
pansion of net product. They preferred domestic to 
foreign markets, other things being equal, because 
the former entailed less transportation and handling 
costs and therefore returned a larger proportion of 
selling price to the cultivator. On their trade theory 
see Bloomfield, op. cit., esp. pp. 731 ff.; on the grain 
question see E. Depitre’s Introduction to Dupont’s 
L’Exportation ... des grains (Paris, 1911). 


% Population necessarily grew fast enough when 
economic conditions were good, the physiocrats as- 
serted with one voice. “Population . . . . proportions 
itself always to the means of subsistence,” wrote 
Le Trosne (De l’intérét, p. 510). “Augmentez les re- 
venus, la population s’étendra 4 mesure: sortez de 
cette régle, vous ne tenez rien,” declared Mirabeau 
(Philosophie rurale, II, p. 70). See also Dupont, 
Origine, pp. 346, 353-54; Quesnay, “Hommes,” op. 
cit., pp. 13, 38 ff., 53, 64, and CEuores, pp. 509 ff, 
where he traces the effect upon population growth 
of an increase in revenue; and my French Predeces- 
sors, pp. 176 ff. The physiocrats took exception to 
the view that a state such as France might increase 
its population capacity and population by exchang- 
ing wrought goods for raw produce, arguing in es- 
sence that, since France’s agriculture was so under- 
developed, it was necessary to do everything con- 
sistent with free competition that would expand 
French agriculture and with it the subsistence and 
opportunity for productive employment on which 
population growth depended (see Mirabeau, Philoso- 
pkie rurale, 11, 141 ff.; Mercier, op. cit., pp. 595-96; 
my French Predecessors, pp. 118-19, 126 ff., 186). 


tural products, at satisfactory prices,” 
would keep pace with output and that 
the nonagricultural branches of the econ- 
omy would prosper accordingly. 

C’est ainsi que la société se perpétue par ce 
cercle non interrompu de reproduction & de 
consommation, entretenu par la fécondité iné- 
puisable de la terre, aidée du travail de "homme 
& des avances.77 


They supposed, moreover, that, so long 
as the “‘loix de l’ordre” were observed 
and the economy therefore remained 
healthy, this circular flow would not be 
interrupted, and the “value” of raw pro- 
duce would remain at a satisfactory 
level.”* Turgot, in an earlier work, had 
implicitly denied that unemployment 
would persist so long as interoccupa- 
tional movement was possible, thus an- 
ticipating Say’s law. A given occupation 
is surcharged with workers when there 
are too many workers in this occupation 
in relation to the number engaged in 
other occupations. But there is a full- 
employment equilibrium, he implies, and 
this is restored through the redistribu- 
tion among other occupations of the sur- 
plus of workers in the overcrowded occu- 
pation. Such redistribution, moreover, 
is accomplished through the voluntary 
interoccupational movement of workers 
when obstacles are not put in the way of 
such movements; for workers tend to 
transfer from occupations where wages 
are relatively low to those where they 
are relatively high.” 


76 See n. 58, above, on bon prix. 

Le Trosne, De l’intérét, p. 553. The Tableau 
économique was contrived in part to describe the 
circular flow. 

8 Ibid., pp. 512-13. 

See Turgot, (Zucres, I, 330-31, notes to his 
translation (1755) of Josiah Tucker’s Reflections on 
the Expediency of a Law for the Naturalization of 
Foreign Protestants (London, 1751-52). In this paper 
Tucker discussed unemployment in terms of recipro- 
cal employment and of obstacles to the “circulation 
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The physiocrats, it has been noted, 
found the economic primum mobile in 
the realm of agriculture; upon its expan- 
sion depended that of everything else. 
They denied, therefore, that manufac- 
tures and commerce must be developed 
in order either (a) to provide employ- 
ment and (therefore) consumers to ab- 
sorb agricultural raw produce and thus 
support its price® or (b) to provide varied 
and tempting products calculated to 
prompt proprietors and cultivators to 
expand agricultural production more 
than they otherwise would.™ For, given 
economic liberty and a suitable fiscal 
system, they supposed, proprietors and 
cultivators would have adequate access 
to markets and sufficient incentive to 
augment production, while nonagricul- 
tural branches of the economy would 
naturally expand sufficiently to absorb 
a proper amount of agricultural produce 
and to provide in exchange a suitable 
amount of nonagricultural goods and 
services. The physiocrats thus solved the 
problem in question by denying its exist- 
ence in an economy that conformed to 
the laws of the natural order, by ignoring 
sociopsychological barriers to the growth 
of consumption, and by asserting that 
desire would keep pace with production. 


of labor,” declaring that “le travail d’un homme 
donne de l’ouvrage 4 un autre homme” (see Tur- 
got’s translation, op. cit., pp. 327-32). Quesnay was 
familiar with these and other of Tucker’s views, and 
his notion of circulation may have been inspired by 
him as well as by Cantillon. The importance of the 
laborer as a consumer was commented upon by sev- 
eral English writers before 1750 (see E. S. Furniss, 
The Position of the Laborer in a System of National- 
ism [New York, 1920], pp. 140-43). 


8 See Quesnay, Euvres, pp. 393-94. 


8 Jbid., pp. 674-79; Baudeau, Explication du Ta- 
bleau, pp. 850-52. However, see nn. 83 and 86, be- 
low, for a partial exception. 


82“Le besoin seul est le pére de l'industrie, il 
sollicite l’artisan a s’y livrer pour gagner sa subsis- 


The physiocrats—especially Quesnay 
and Mirabeau—urged that the common 
man be provided with opportunity to 
secure some education, to increase his 
productive capacity and social useful- 
ness, and to augment his consuming- 
power. It was barbarous to suppose, as 
many did, that poverty was the enemy 
of sloth and that a society must be well 
supplied with ignorant poor to perform 
its painful tasks. The peasant would 
work the harder by virtue of his oppor- 
tunity to win more than a bare existence. 
The comfort that “commerce gives ex- 
cites the common people to work.’ 
More important, it was upon the com- 
fort—upon the mass purchasing-power— 
of the common people that the demand 
for raw produce and, therefore, the pros- 
perity of agriculture and of the nation 
depended. This part of the population 
was “incomparably more numerous” 
than the wealthy, and its actual and po- 
tential capacity to consume was corte- 


tance, il sollicite aussi tous ceux qui peuvent acheter 
a se procurer ses ouvrages. La politique peut se dis- 
penser de se joindre au besoin pour exciter les 
hommes 4 y satisfaire, parce que la classe stérile 
s’étendra toujours 4 proportion des richesses du 
pays ... [the more expenditures are diverted to agri- 
culture] plus il y aurait de productions consom- 
mables et surtout de productions comestibles. II y 
aurait donc dans ce cas une plus grande consomma- 
tion, puisqu’il y aurait plus de productions a con- 
sommer. Les consommateurs, par conséquent, qui 
n’aspirent qu’aprés une plus grande faculté de con- 
sommer, se multiplieraient, et consommeraient” 
(see Quesnay, Euores, pp. 391, 393). 


83 Tbid., pp. 345, 354; “Hommes,” op. cit., pp. 46, 
86. Quesnay’s discussion of mass purchasing-power 
raises two questions. Was mass purchasing-power to 
be increased, even at the expense of the net product? 
Did he include under “common people” all wage- 
earning classes? In response to the latter question it 
may be said that apparently he did have in mind all 
the common people, even though he referred most 
frequently to those living in rural areas and noted 
that their lot was worse, as a rule, than that of those 
living in cities (see uores, pp. 345, 354, 391-925 
also Mercier, op. cit., pp. 499 ff.). Regarding the first 
question, see Sec. D, below. 
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spondingly greater.** “It was necessary 
above all,” declared Mirabeau, “that 
the common people be in a position to 
consume products of good value.’’*s 
Quesnay had even remarked in an early 
paper that, although domestics and 
workers engaged in the fabrication of 
luxuries were unproductively employed, 
they did not hoard any of the money in- 
come they received from the rich but 
spent it for food, clothing, etc., and thus 
sustained consumption and production.* 

While the physiocrats considered its 
service as a medium of exchange to be al- 
most the sole function*’ performable by 


*Quesnay, CEuvres, pp. 264, 335 (Maxim XX), 
303-04; ““Hommes,”’ of. cit., p. 46. Quesnay was at 
pains to show that the real income of the common 
people was greater when the price of provisions was 
high than when it was low (Maxim XIX and n., 
Ewores, pp. 335, 353-54). Le Trosne also notes the 
greater potential consuming-power of the underlying 
population (De l’intérét, pp. 589, 620-21). 


‘s Philosophie rurale, I1, chap. viii, p. 64, also 
pp. 45, 81 ff. Historians, Mirabeau noted, concerned 
themselves with the revolutions of thrones but not 
with those of wealth (ibid., p. 53). Cf. this statement 
with Malthus’ remark that the history of the com- 
mon man was ignored (Essay [1st ed.], p. 32). Chap- 
ter viii of Philosophie rurale is attributed to Quesnay 
(G. Schelle, Dupont de Nemours (Paris, 1888), p. 23). 


% “Hommes,” op. cit., pp. 78-79. Workers en- 
gaged in the creation of luxuries are useful also, in 
so far as “they provoke the wealthy” to spend (édid., 
p. 79). In his later works Quesnay apparently takes 
it for granted that in a healthy economy the wealthy 
spend or invest their incomes promptly. 


* “L’argent est recu comme gage intermédiaire 
entre les ventes & les achats, & il sert de mesure 
commune, de valeur pour valeur,” stated Le Trosne 
(De l’intérét, p. 531); see also Quesnay, Cwores, pp. 
288 ff., 348 ff.; Mercier, op. cit., pp. 542-43; Dupont, 
Abrégé, p. 373. By implication at least, the physio- 
crats recognized money’s passive role as standard of 
value and unit of account (e.g., see Le Trosne, De 
Pintérét, p. 531). In April, 1815, Dupont wrote to 
Say in defense of the physiocratic tenets: “ ... car 
il n’y a pour payer les récoltes que les récoltes elles- 
mémes, ou directement par échanges, ou indirecte- 
ment par leur métamorphose en travail et en objets 
que le travail a fabriqués, dont les récolteurs ont 
fourni les consommations auxquelles elles ont ainsi 
prété ou avancé leur valeur. Tous les acheteurs sont 
vendeurs; tous les vendeurs sont acheteurs” (see 


money and practically anticipated Say in 
treating the demand for goods as issuing 
from their supply, they did not suppose 
the circular flow of money and commod- 
ities to be immune to interruption. And 
they condemned a number of practices 
which operated, in the admittedly un- 
healthy French economy, to interrupt 
this flow. For, given such interruption, 
a downward spiral is initiated: 

Dés que l’argent devient le moyen unique 
dont on peut se servir pour acheter, tout serait 
perdu s’il cessait de circuler; il est d’une néces- 
sité absolue qu’il ne fasse que passer dans 
chaque main.** 


Moreover, if the conditions making for 
this interruption continue, “the equilib- 
rium of prosperity is broken, and re- 
placed by the equilibrium of misery and 
of degradation.’’** 

In Section B we considered two condi- 
tions—decorative luxury and burden- 
some and uneconomic taxes—which, ac- 
cording to the physiocrats, interrupted 
the circular flow of money and commodi- 
ties. Excessive expenditure upon non- 
agricultural goods and services, it was 
noted, diverted money income away from 
agriculture, reduced net product, and 
eventually contracted the income of 
both the sterile class and the sovereign. 
It is not always clear whether the dimi- 
nution in agricultural income is trace- 


Daire, Physiocrates, p. 402); cf. Dupont’s summary 
of Quesnay’s maxims (ibid., pp. 391-92). 

58 Mercier, op. cit., p. 541. He adds that it is not 
each individual’s buying and selling that must 
balance but rather “the general mass of sales and 
purchases”; and he indicates that this dictum applies 
to both intranational and international commerce 
(ibid., pp. 541, 544-45). Turgot remarked, however, 
that it is only in the long run that sales and pur- 
chases abroad tend to balance (letter to Dupont 
[1766], cited by Bloomfield, of. cit., p. 721). 

*9 Le Trosne, De l’intérét, p. 513; see below, n. 112 
and text. See Mercier, op. cit., pp. 498 ff., for de- 
scription of the process of decline. 
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able, in physiocratic opinion, to a diver- 
sion of money into circuits with which 
agriculture is not fully connected or 
whether there has occurred an over-all 
shrinkage in monetary purchasing-power, 
immediately traceable to a decline in 
velocity, to hoarding, to a leakage 
abroad, or to a diminution in the effec- 
tiveness of the substitutes for hard 
money; for the process of decline is not 
carefully described.” A similar effect is 
produced, said the physiocrats, when 
the tax burden is excessive, whether be- 
cause the government seeks too much 
revenue or because the government has 
recourse to indirect taxes and so imposes 
upon agriculture a burden several times 
the amount of the revenue which the 
government actually receives. Not only 
did indirect taxation check consumption 
directly;* it also operated, because of 
the manner in which it was administered, 
to accumulate pecuniary riches in the 
hands of a few who did not and could not 
provide a market for products as ad- 
vantageous and extensive as otherwise 
would have been provided by those 
whose incomes were reduced by the taxes 
in question.” Effects similar to the ones 
occasioned by indirect taxation and dec- 
orative luxury were produced by obstruc- 

9% See, however, Mirabeau, L’Ami, Part VII, and 
Philosophie rurale, Vol. I, chap. vii, and Vol. III, 
chap. x; also n. 97 below. One may make various as- 
sumptions and apply physiocratic principles accord- 
ingly. 

%* Quesnay wrote with reference to an indirect 
tax, such as one on merchandise, that this “insidious 
resource is a surcharge which reduces the people to a 
forced saving in consumption, which arrests work, 
which extinguishes reproduction, and which ends by 
ruining subjects and sovereign” (CEwores, p. 339). 
See Mercier’s account (0p. cit., pp. 492-504) of the 
progressive degradation occasioned by a defective 
tax system. 


* Le Trosne, De lintéréi, pp. 589, 620-21. The 
“ignorant cupidity” of the landed proprietors pre- 
vented their perceiving that all the indirect taxes 
fall upon the revenue of land, Quesnay observed 
(Geuores, p. 704). 


tions of economic liberty and the exten- 
sion of favors to industry and com- 
merce. 

Most important of the obstructions 
(other than those already mentioned) 
to the production-sustaining circular 
flow of money, according to Quesnay, 
were its removal from circulation 
through unbalanced external trade,™ 
its diversion into idle hoards, and its pas- 
sage into circuits where it no longer had 
reproduction for its object.% In general, 
Quesnay reasoned, when money was 
withdrawn from production-stimulating 
circulation, where it facilitated the ex- 
change of value for value and thus served 
to perpetuate wealth,” both the demand 
for agricultural products and their prices 
fell;*’’ whence profits, reproduction, and 


93 See citations given by Weulersse, op. cit., Vol. 
I, Book II, chaps. iii-iv. 


94 He warned against a nation’s allowing part of 
its revenues to pass abroad unless offset by an influx 
of merchandise or silver (argent), and he indicated 
that the gain of merchants, when a nation is suffering 
loss in its reciprocal foreign commerce, is won at the 
expense of circulation, distribution, and reproduc- 
tion. He pointed out, however, that a nation de- 
rived no advantage from a “favorable balance” and 
the consequent inflow of precious metals unless it had 
need of these in industry or as money (see (uores, 
pp. 288 ff., 324 ff., 333 [Maxim X], 336 [Maxim 
XXIII), 482 ff.; and “Hommes,” of. cit., pp. 25-27). 
Several of the physiocrats understood the price- 
specie flow mechanism and dealt with the favorable- 
balance theory accordingly (e.g., see Le Trosne, De 
Pintérét, pp. 546 ff.; Mercier, op. cit., p. 576; Bloom- 
field, op. cit., pp. 726-28; see also n. 97, below). 


95 Quesnay characterized as sterile the investment 
of funds in unproductive loans, the acquisition of 
useless commissions, privileges, etc.: “Leur circula- 
tion stérile ne les empéche point d’étre fortunes ron- 
geantes et onéreuses 2 la nation” (uovres, pp. 342- 
43)- 

% Tbid., p. 348. “La circulation de l’argent doit 
avoir tout a la fois un objet et un effet, qui est la 
REPRODUCTION,” declared Dupont (Abrégé, p. 373). 
Le Trosne (De lintérét, p. 540) wrote: “L’argent 
n’est pas l’objet de la circulation; ce sont les produc- 
tions qui le font mouvoir.” 


97 See “Du commerce” (Cwores, p. 481 and n.), 
where Quesnay says that the withdrawal of money 
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other economic activity declined. He 
urged, therefore, that money income not 
be hoarded by any class and that sav- 
ings be promptly invested, inasmuch as 
capital formation and the increase of ad- 
vances depended upon wisdom in expen- 
diture, even as the maintenance of agri- 
cultural income depended upon the con- 
tinuance of expenditure.* He urged 
further: 


Que la totalité des sommes du revenu rentre dans 
la circulation annuelle et la parcoure dans toute 
son élendue: qu’il ne se forme point de fortunes 
pécuniaires, ou du moins qu’il y ait compensa- 
tion entre celles qui se forment et celles qui 
reviennent dans la circulation; car autrement ces 
fortunes pécuniaires arréteraient la distribution 
d’une partie du revenu annuel de la nation et 
retiendraient le pécule du royaume au préjudice 
de la rentrée des avances de la culture, de la 
rétribution du salaire des artisans et de la con- 
sommation que doivent faire les différentes 
classes d’hommes qui exercent des professions 
lucratives: cette interception du pécule dimi- 
nuerait la reproduction des revenus et de |’im- 


pot. 


from circulation for purposes of accumulation causes 
the price of agricultural produce, together with prof- 
its and reproduction, to fall. The physiocrats took 
it for granted that agricultural income would fall in 
consequence of the withdrawal of money from cir- 
culation; yet, while they subscribed to a quantity 
theory of money and prices, they did not trouble to 
trace out in detail the effect upon demand and upon 
prices of such a withdrawal. As a rule, they fixed at 
between 50 and 100 per cent of the value of the an- 
nual revenue (equals net product) the amount of 
money required to circulate the annual reproduction; 
and they supposed that this amount would be avail- 
able so long as the economy was in a healthy condi- 
tion. They indicated, moreover, that the amount of 
money required varied inversely with its velocity 
and that the amount of hard money required de- 
pended upon the use made of book credit and money 
substitutes (see Quesnay, Cuores, pp. 325, 348 ff.; 
Mirabeau, L’Ami des hommes, Part VII, pp. 53 ff., 
120 ff.; Le Trosne, De l’intérét, chaps. iii-iv; Dupont, 
in Turgot, uvres, I, 152; Bloomfield, of. cit., pp. 
720-26; see also above, n. 42). 


* See CEuores, pp. 304, 335 (Maxim XX), 336 
(Maxim XXVII), 475, 481-82 and n. 

% Maxim VII (Guores, pp. 332-33 [his italics]). 
He included among the fortunes which re-enter into 
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Quesnay condemned a number of 
practices which, he believed, made for 
the formation of “sterile” pecuniary 
fortunes and thus operated to deprive 
agriculture of income and of funds neces- 
sary for its pursuit and development. He 
referred in particular to the manner of 
collecting indirect taxes, to tax-farming, 
to the sale of rentes and to other govern- 
mental borrowing, and to traffic in se- 
curities and funds.**® He recommended: 


Que lV’ administration des finances, soit dans la 
perception des impéts, soit dans les dépenses du 
gouvernment, n’occasionne pas de fortunes pécu- 
niaires qui dérobent une partie des revenus a la 
circulation, a la distribution et a la reproduc- 
tion.?* 


Quesnay and Mirabeau objected to 
prevailing fiscal practices because they 
allegedly gave rise to sterile pecuniary 
fortunes and fostered expenditure upon 
ornamental luxuries. They also objected 
to these practices because (a) they di- 
verted capital from agriculture and aug- 
mented the price of agricultural capital 
and (5) they operated to increase interest 
costs of the state and of the nonagricul- 
tural branches of the economy, thus bur- 
dening agriculture, out of whose annual 
reproduction all interest had ultimately 
to be paid, inasmuch as capital was un- 
productive.** Quesnay therefore pro- 


circulation and offset withdrawals those which, hav- 
ing been “stériles ou oisives,’’ are employed to form 
advances in agriculture, commerce, or profitable 
manufactures (ibid., p. 342). 

10° Tbid., pp. 337 (Maxims XXVIII-XXX), 4o1 ff., 
714-15; “Hommes,” of. cit., pp. 75-76, 78-79, 87; 
see also Mirabeau, Philosophie rurale, 1, 284-85, II, 
331-33, III, 53-54. The fiscal operations described, 
said Quesnay, congregated people in the capital city 
and thus stimulated destructive luxury and in- 
creased transportation costs. 


rt (Euvres, p. 337 (Maxim XXVIII [his italics]). 


12 Fishing and mining are here ignored. On the 
interest problem see Weulersse, op. cit., I, 310-15, 
389-91, 395-06; also n. 103. 
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posed that the interest rate on agricul- 
tural loans be not permitted to rise above 
the natural and proper rate—i.e., the 
rate of return which landowners could 
realize on the purchase price of land; for 
if the latter rate were exceeded by the 
interest rate, land values would fall, capi- 
tal would not flow into agriculture, and 
agriculture would be ruined.**? Mirabeau 
went beyond Quesnay in proposing poli- 
cies based upon the principle that all in- 
terest comes out of the annual reproduc- 
tion. He disapproved of most methods of 
financing industry and commerce and 
advocated restricting the rate of interest 
on agricultural loans and the limitation 
of such loans to the provision of capital 
for agriculture.*** 

Other leading members and friends of 
the physiocratic school looked upon regu- 
lation of interest rates as inconsistent 
with the principle of economic liberty. 
Turgot, for example, opposed all legal 
fixation of the interest rate, saying that 
its determination must be left to compe- 
tition, to supply and demand, and that 
it was moving downward in consequence 

13 Quesnay, Euores, pp. 399-406, also 190, 257; 
A. Rougon, Les Physiocrates et la réglementation du 
taux de l’intérét (Paris, 1906), chap. i. Quesnay pro- 
posed fixing only the rates of perpetual rentes but 
not the rates on loans, which were recallable at ma- 
turity or at the pleasure of the lender and which were 
used in industry and commerce but not in agricul- 
ture. Practical considerations, together with the be- 
lief that competition and theloan arrangements open 
to industry and commerce served to hold down their 
interest charges, led Quesnay to limit his proposal to 
fix the interest rate to perpetual rentes (see Rougon, 
op. cit., esp. pp. 24 ff., 41-75). Elsewhere (Guores, p. 
481 n. ), Quesnay attributed the comparative low- 
ness of urban interest rates to the accumulation of 
pecuniary fortunes in cities—fortunes which did not 
flow into agriculture; whence he observed that the 
level of the interest rate was not an index of a na- 
tion’s wealth. 

104 Rougon, op. cit., chap. ii. Several minor writers 
followed Mirabeau in part (Weulersse, op. cit., I, 
397-400). The physiocrats rejected the monetary 
theories of the mercantilists and monetary schemes 
to ease interest rates. 
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of the growing abundance of capital.’ 
Dupont, Le Trosne, Saint-Péravy, and 
others shared Turgot’s opinion that the 
determination of the interest rate must be 
left to competition; they supposed that 
it would settle at the proper level if the 
principles of the natural order were com- 
plied with.’ 

In his comments upon several of Tur- 
got’s papers relating to saving and capi- 
tal formation, Dupont presented what he 
supposed to be Quesnay’s views on this 
matter. Dupont’s account suggests that, 
whereas Turgot emphasized the role of 
saving, taking investment for granted, 
the physiocrats emphasized investment 
and product-increasing expenditure, tak- 
ing for granted such temporary non- 
spending, or saving, as was essential.’” 


105 Reflections, pp. 67-74, 76, 78-86; also Gwores, 
I, 106 ff. Turgot’s opinions regarding saving and 
the productivity of capital differed somewhat from 
those of the physiocrats. 


106 See Oncken’s notes in Quesnay, (Zuores, pp. 
399-400; Weulersse, op. cit., I, 397-402; Rougon, of. 
cit., chap. iii; see also Sec. D, below. 


*°7 Turgot in 1770 charged Dupont with suppos- 
ing that “saving and hoarding are synonymous” in 
order “to cover certain mistaken expressions” of 
Quesnay in his earlier writings (see Appen. to Reflec- 
tions, p. 112). Turgot stated that the introduction of 
gold and silver had facilitated saving, lending, and 
capital formation and had made possible the devel- 
opment of nonagricultural activities and specializa- 
tion generally (ibid., pp. 64-65). He described as 
“the circulation of money” the continual return, 
with profit, to undertakers of their advances, and 
the continual reinvestment of at least the returned 
advances; and he indicated that if, because of dis- 
order in expenditures, the undertakers ceased to get 
back their advances with necessary profit, produc- 
tion, consumption, and revenue would decline (sbid., 
pp. 62-63). Inasmuch as revenues and other in- 
comes are received in the form of money, almost all 
Savings are made in this form; whence money, 
though an infinitesimal part of a nation’s capital, 
“plays a great part in the formation of capitals.” 
But “none of the undertakers make any other use of” 
the money they save “than to convert it immediately 
into the different kinds of effects upon which their 
undertaking depends; and thus this money returns 
to circulation ....” (ibid., pp. 98-99 [his italics}). 
Turgot observed also that while money, when em- 
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Dupont’s analysis, while physiocratic in 
character, also anticipates Say’s distinc- 
tion between productive and unproduc- 
tive consumption." 

Before men had discovered the use of 
money, said Dupont, they had made 
savings in kind, even as livestock farmers 
still did. With the introduction of metal- 
lic money, however, saving was facili- 
tated; for it was now possible for men to 
accumulate very small amounts, adding 
to their cumulating total until it was 
sufficient for the purchase of desired 
commodities, properties, improvements, 
etc., or for the extension of loans to 
undertakers. The introduction of money 
made possible also the hoarding of that 
which was intended to serve as a medium 
of exchange. Such nonspending—i.e., 


thésaurisation or hoarding—of money 
income received was not capital forma- 
tion; its effect, in fact, was quite the op- 
posite. For capital formation consisted 


in, or issued out of, the intelligent ex- 
penditure of money income received and 
of sums which had been built up out of 
petty savings." 


ployed in advances, is not sterile, inasmuch as it 
“procures a definite profit,” this profit comes, as do 
capital and revenue generally, from the land (ibid., 
pp. 69, 98). 

18 See Sec. I below. Society, Dupont observed, 
benefited in greater measure from productive, than 
from unproductive, expenditure; for it cost no more 
to support a productive worker than an idle or an 
unproductive worker; it cost no more to subsist a 
cultivator than a musician (see Dupont’s notes to 
Turgot’s Guovres, I, 52-53). 


19 The interest rate depended, other things being 
equal, said Turgot, upon the degree to which money 
was placed in reserve for lending. Accordingly, if the 
rate of current expenditure was increased at the ex- 
pense of saving, capital accumulation would decline, 
while both prices and the interest rate would rise. 
Dupont objected, not to Turgot’s view as such, 
but to his emphasis upon saving. “In general,” said 
Dupont, “it is much less from saving out of the ex- 
penditure of revenues than from the wise employment 
of this expenditure, that capital formation arises” 
(see Réflexions, pp. 49 ff. and n. [Dupont’s italics]). 
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Dupont admitted that small sums 
must be cumulated into amounts suffi- 
ciently large for profitable investment 
by the saver or for the extension of loans 
to those engaged in agriculture and in- 
dustry.™° But he insisted that these nec- 
essary amounts, once cumulated, must be 
promptly employed to form capital; for 
their sequestration in stagnant hoards 
necessarily restricted reproduction. Pro- 
ducers and fabricators could sell their 
products at satisfactory prices only if 
the recipients of money income pur- 
chased these products and thus restored 
their money receipts to circulation; when 
this was not done, undertakers found it 
impossible to move their products at 
prices high enough to justify their con- 
tinuation of production at existing levels. 
Suppose, said Dupont, that proprietors, 
whose rental incomes are paid in money, 
do not spend all of it, saving (i.e., with- 
holding from circulation) part of it in- 
stead.* A corresponding part of the 
harvest will consequently lack purchasers 
at satisfactory prices, and agricultural 
income and revenue therefore will de- 
cline. Furthermore, if the “parsimonious 
proprietors,” whose saving has precipi- 
tated the decline in agricultural income 
and revenue, attempt to meet the situa- 
tion by additional saving, they will fur- 
ther depress both agricultural income 
and their own revenues. And should they 
persist in this course, they will steadily 
worsen their situation until “they are 
come to the point where absolute poverty 
will make saving by them impossible” 
and force them into the working classes.™ 


te Sometimes a saver must await an opportunity 
to employ his cumulated fund profitably (ibid., p. 
53). 

11 Compare this account (ibid., p. 52) with Ques- 
nay’s (uores, p. 475). 

2 See Dupont’s note in Turgot, @wores, p. 52; 
cf. also n. 86 and text, above. Dupont describes 
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Dupont’s argument, he indicates, is 
intended to show not that men should 
spend all that they receive without re- 
gard to the objects of their expenditure 
but that they form capital through intel- 
ligent expenditure rather than through 
saving."** For purposes of discussion he 
distinguished four types of expenditure: 
(1) dépense folle, or the extraordinary and 
unnecessary expenditure of “capital”; 
(2) dépense sterile, or outlay for daily 
consumption, which neither increases nor 
decreases capital; (3) dépense conserva- 
trice, or outlays for durable goods (or 
durable sources of satisfaction), which, 
although they are not productive of 
wealth,serve important uses—e.g., houses, 
machines, furniture, etc.; (4) dépense pro- 
ductive, or expenditures which increase 
both the mass of products required for 
the satisfaction of daily needs and the 
raw materials out of which are fabricated 
the durable sources of satisfaction for 
which type 3—conservatrice—expenditure 
is made. Of these four types of expendi- 
ture, the greatest contribution to capital 
formation is made by type 4, with type 
3 next in order of general desirability. 
Nations tended to accumulate capital, 
therefore, as they concentrated their ex- 
penditures upon “productive” and “‘con- 
servative”’ objects. 

Dupont’s analysis, if truly representa- 
tive of the opinions of Quesnay and his 


avarice (i.e., hoarding or nonspending) as a “mortal 
sin,” inasmuch as it brings death to those who de- 
pend for subsistence upon the expenditures of 
others. 


™3 “Ce ne sont pas réellement des épargnes, mais 
des dépenses bien dirigées, qui sont la source de 
l’augmentation de leurs capitaux, et de |’améliora- 
tion de leur fortune”’ (ibid., p. 53; also p. 51). With 
respect to Turgot’s observation that “the spirit of 
economy” augments capital, Dupont remarked that 
the word “economy” meant “good administration,” 
which proscribed dépenses folles and prescribed dé- 
penses conservatrices et productives” (ibid., p. 55). 
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school™* regarding saving, expenditure, 
and capital formation, indicate that the 
physiocrats believed that money received 
must promptly be restored to the income 
stream and that a sufficient proportion 
of this stream must be continually chan- 
neled into agriculture, in the form of de- 
mands for raw produce at satisfactory 
prices and in the form of advances in- 
tended to augment agricultural produc- 
tivity and output."’ Under these cir- 


114 The essence of Dupont’s comments is to be 
found in his notes to the Réflexions (Turgot, uores, 
I, 50-53, 55; but see also 33, 68, 152-53, 427). When 
Dupont published Turgot’s Réflexions in the Ephé- 
mérides in 1770, he amended Turgot’s views on 
property and slavery to make them completely con- 
sistent with physiocratic philosophy. Because of 
Turgot’s objections to modification of his views, Du- 
pont put his own opinions on saving in commentary 
notes and included these almost unchanged in his 
edition of Turgot’s works published in 1808-11 (see 
G. Schelle, “Les Réflexions de Turgot,” Journal des 
économistes, XLIII [4th ser., 1888], 3-16; also Onck- 
en, 0p. cit., pp. 802-5, on Dupont’s later views). 
Dupont states specifically (Turgot, Cuores, I, 427) 
that Quesnay approved small savings, on condition 
that they were invested or loaned as soon as possible 
and that he opposed thésaurisation because it de- 
ranged the “natural order of distribution,” depressed 
agricultural prices and income, checked cultivation, 
and made necessary the importation of precious 
metals to re-establish circulation. 


™5 The physiocrats apparently intended their 
theory of saving, expenditure, and capital formation 
to apply only to an agricultural state, such as they 
conceived France to be, but not to a mercantile 
state whose population depended predominantly up- 
on industry and commerce rather than upon agricul- 
ture. Such a commercial state was essentially the 
commercial agent of large agricultural states and 
could continue in this capacity in the face of compe- 
tition from other commercial states only by holding 
down its costs and required profits. It could derive no 
benefit from internal expenditure upon agricultural 
activities because it had little or no agriculture to 
fructify in this manner. Accordingly, since it could 
not benefit from internal expenditure and since it 
needed to cut its operating expenses and required 
profit rates to the minimum, it stood to benefit from 
the accumulation of funds which served to reduce 
the interest rate and to make possible the enlarge- 
ment of its activities. “Mais on doit penser autre- 
ment des petites nations commergantes qui n’ont 
pas de territoire; car leur intérét les oblige d’épargner 
en tout genre de dépenses pour conserver et accroltre 
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cumstances reproduction and economic 
activity tend to expand, and all is well. 

It is evident that the physiocrats antic- 
ipated both Say’s observation that com- 
merce consists in the exchange of goods 
and services for goods and services and 
his inference that an increase in output 
always generates an increase in demand. 
The physiocrats did not, however, sup- 
pose this inference to be valid at all 
times and for all economies. It was de- 
scriptive only of a balanced and healthy 
economy—that is, balanced and healthy 
in a physiocratic sense; it was not de- 
scriptive of the French economy in which 
they lived, for this economy was neither 
balanced nor healthy. The physiocrats 
therefore found it necessary, as did 
Keynes later, to stress the importance of 
consumption. While they did not con- 
ceive of anything like the multiplier 
effect, they did infer, in consequence of 
their peculiar theory of production, that 
an economy might be in equilibrium 
either at a prosperity or at a depression 
level. 

Because the physiocrats supposed 
their peculiar pattern of expenditure to 
be necessary to the health of the French 
economy and because they denied that 
money received always is promptly re- 
stored to the income stream, Say directed 
against them his law of markets, a law 
which must have been suggested to him 
by their analysis of circulation and the 
role of money in a healthy economy. Say, 
however, unlike the physiocrats, sup- 
posed this law to hold under nearly all 
conditions. His law, despite its inherent 





le fonds des richesses nécessaires 4 leur commerce, et 
pour commercer 4 moins de frais que les autres na- 
tions afin de pouvoir s’assurer les avantages de la 
concurrence dans les achats et dans les ventes chez 
létranger” (see Quesnay, Ciueres, p. 355, also 236- 
37; Le Trosne, De P’intérét, pp. 541-52, 642-45; also 
Mercier, op. cit., pp. 566-68; cf. also n. 68 and text, 
above). 
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defectiveness and its failure to corre- 
spond with the facts, gave a direction to 
economic thought regarding consump- 
tion and expenditure out of which the 
Keynesian theory evolved as a kind of 
antithesis. 


D. PHYSIOCRATIC CONTRADICTIONS 


In preceding sections it has been indi- 
cated that the physiocrats’ theory of 
productivity imposed severe limitations 
upon their theory of consumption and 
circulation, and it has been implied that 
the physiocrats, while indirectly critical 
of the vested interests of their day, were 
essentially spokesmen for the landed in- 
terests. It has been implied also that con- 
tradictory principles infused the physio- 
cratic philosophy. To these contradic- 
tions we shall give but passing attention, 
however, inasmuch as they bear in but 
small measure upon the theme of this 


paper." 


™6Interpretations of physiocracy differ. N. J. 
Ware concludes that the physiocrats developed their 
theory simply to serve the “special needs of a new 
landowning class” and, the better to accomplish 
their purpose, assimilated into their doctrine the con- 
cepts and shibboleths then in vogue (see “The Phys- 
iocrats: A Study in Economic Rationalization,” 
American Economic Review, XXI [1931], 607-19). 
Moreover, as E. Allix has shown, those who, during 
and after the French Revolution, supported the in- 
terests of the landed class and advocated the creation 
of a state to be managed by and for this class, drew 
their main inspiration from the physiocrats and, in 
some measure, from Cantillon, the principal antici- 
pator of certain of their doctrines. Against this group 
was pitted a new school, which eventually became 
consolidated under the leadership of Say (see Allix, 
“La Rivalité entre la propriété fonciére et la fortune 
mobiliére sous la Revolution,” Revue d'histoire éco- 
nomique et sociale, V1 [1913], 297-348, and “L’CEuvre 
économique de Germain Garnier,” ibid., V [1912], 
317-42; see also Weulersse, of. cit., Il, 717 ff.; and 
M. Palyi, “The Introduction of Adam Smith on the 
Continent,” in Adam Smith, 1776-1926 [Chicago, 
1928], pp. 199-208). A different interpretation is 
presented by Max Beer. He concludes that Ques- 
nay’s main purpose was the re-creation of “‘a medie- 
val society which should be of greater permanency 
and excellence than the old one had been.” This so- 
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Among the economic principles to 
which the physiocrats subscribed were 
these three: (a) the institution of private 
property is essential, at all times and in 
all places, to the well-being and develop- 
ment of societies; (6) complete economic 
liberty—freedom of exchange, of entry, 
and of competition—is prerequisite to 
the maximization of effort and conducive 
to the private and the public interest; (c) 
activity and policy directed to the max- 
imization of the net product are neces- 
sary to, and consistent with, the maximi- 
zation of the collective welfare. 

Critics of the physiocratic philosophy 
have pointed out that principle c is not 
universally consistent with principle ); 
that pursuit of principle ¢ must even- 
tually involve conflict with, and sacrifice 
of, principle 5 and its corollary, principle 
a. Quesnay’s liberalism, it is said, was 
narrow and negative—contingent upon 
its serving, as it did at the time it was 


ciety was to be headed by a pious king, subject to 
the laws of nature, which were to be interpreted for 
him by a council of jurists in the same manner as the 
laws of God were interpreted for medieval kings by 
the spiritual lords and canon lawyers. This society 
was to consist of three estates: (a) the nobility and 
the clergy, to be charged with secular and religious 
administration and to be supported out of the net 
product; (5) the cultivators of the land, to be respon- 
sible for the support of the state and the subsistence 
of the population, and to be entitled only to their 
own sustenance; (c) the unproductive tradespeople 
and merchants, whose moderate reward was to be 
fixed, not by statutory control, but by the more ef- 
fective device of free competition. While Quesnay’s 
purpose probably was at variance with that of the 
more liberal members of his sect, several circum- 
stances prevented the development of diversity of 
opinion and the resultant decomposition of the 
school into conflicting groups. Quesnay did not try 
to build up a “neo-feudal realm”; hence he did not 
reveal his real purpose. Furthermore, since the sect 
was not provided with an opportunity to translate 
its theoretical principles into action, it never got out 
of the vague-principle stage, and the differences in 
meaning and interpretation implicit in the system 
did not become manifest to its votaries (see Max 
Beer, An Inquiry into Physiocracy (London, 1939], 
pp. 167-70, 178-83). 
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enunciated, the interests of agriculture 
and upon its favoring the increase of the 
net product. Were the pursuit of princi- 
ple 6 to run counter to that of principle 
¢, it is said, Quesnay would have sacri- 
ficed principle } to principle c, even to the 
extent of supporting state intervention 
in favor of agriculture. In support of this 
interpretation, Quesnay’s critics adduce 
citations from his writings and point, by 
way of illustration, to his advocacy of 
regulation of the interest rate."? A. Du- 
bois has denied this interpretation, point- 
ing to Quesnay’s rejection of mercantilist 
opinions regarding money, to his failure 
to demand favoritism for agriculture, to 
his discovering support for economic 
liberty in the natural order and the natur- 
al laws established by Providence, and 
to the inconsistency of export bounties 
and indirect taxation with his theory of 
tax incidence.™* Yet Dubois admits that 
if it could have been proved to Quesnay 
that legislation (e.g., tariffs) would in- 
crease the net product, he might have 
found such intervention to conform to 
the natural order." 

Quesnay’s critics agree in supposing 
that the leading members of the school, 
other than Mirabeau, who subscribed 
without qualification to Quesnay’s views, 
assigned primacy to principles a and b. 
These disciples of Quesnay, in event of 
conflict between principles c and 5, would 


7 See Rougon, of. cit., pp. 21 ff., 137 ff.; H. 
Truchy, “Le Libéralisme économique dans les 
ceuvres de Quesnay,” Revue d’économie politique, 
XIII (1890), 925-54; M. Sauvaire-Jourdan, “Isaac 
de Bacalan et les idées libre-échangistes en France,” 
Revue d’économie politique, XVII (1903), 589 ff., 698 
ff. 

8A. Dubois, “Quesnay anti-mercantiliste et 
libre-échangiste,” Reoue d’économie politique, XVIII 
(1904), 213-29; also E. Depitre, Introd. to his edition 
of Dupont’s De l’exportation et de l’importation des 
grains, etc. (Paris, 1911), pp. xv ff. 


™9 Dubois, “Quesnay anti-mercantiliste ... ,” op. 
cit., p. 224. 
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have subordinated the pursuit of princi- 
ple c to that of the overriding principle 6, 
it is inferred. 

The inconsistency of principles c and 
bis not significant for the purposes of the 
present discussion. At most, supposing 
principle 6 were subordinated to principle 
¢, consumer sovereignty would be more 
restricted. There is present in the physio- 
cratic treatment of consumption, how- 
ever, a contradiction which was not re- 
solved. It has been pointed out that the 
physiocrats, in particular Le Trosne 
and Mercier, counted upon the growth of 
mass demand to provide a great and ex- 
panding domestic market for agricultural 
produce. It is evident that, other things 
being equal, the magnitude of the mass 
demand depends upon the level of wages 
and that the magnitude of the net prod- 
uct varies inversely with the level of 
agricultural expenses, of which wages 
are the major component. If, then, pri- 
macy is assigned to the maximization of 
net product, a limit necessarily is im- 
posed upon the permissible augmenta- 
tion of wages, which affect, directly or 
indirectly, the magnitude of the net 
product and which influence the extent 
of mass purchasing-power. This conflict 
Quesnay and Mirabeau did not resolve. 
Le Trosne and others resolved it im- 
plicitly by assigning primacy to the 
principle of economic liberty; for, if the 
determination of both wages and net 
product is left to the forces of competi- 
tion, the conflict between augmentation 
of purchasing-power and augmentation 
of net product disappears. The physio- 
crats, who appear to have accepted this 
solution, did not, however, inquire care- 
fully into the circumstances which chan- 
nelize the play of competition; nor did 
they advance such arguments for greater 
equality as are to be found in the writings 
of Lauderdale and James Mill. 


329 


E. SMITH AND “‘PARSIMONY”’ 


Adam Smith thought well of the phys- 
iocratic system, despite “its imperfec- 
tions.” Of this we have evidence in his 
characterizing it as “the nearest approxi- 
mation to the truth....yet....pub- 
lished . . . . upon political economy.” He 
singled out for praise their representing 
wealth “as consisting....in the con- 
sumable goods annually reproduced by 
the labour of the society” and their de- 
scribing “perfect liberty as the only effi- 
cient expedient” for maximizing “this 
annual reproduction.””*° We have further 
evidence in the fact that only after his 
visit with the physiocrats did Smith dis- 
tinguish between productive and unpro- 
ductive labor, incorporate a scheme of 
distribution in his body of economic doc- 
trine, and develop the thesis that pro- 
ductive labor is set in motion by the lay- 
ing-out of capital stock."* Smith seems 
to have placed less stress upon the essen- 
tial circularity of the process of produc- 
tion and distribution than did the phys- 
iocrats. 

While Smith believed that agricultural 
capital put in motion more productive 
labor than an equal capital employed in 
manufactures,™ he did not subscribe to 


190 The Wealth of Nations (“Modern Library,” ed. 
E. Cannan), p. 642. 

11 See E. Cannan’s Introd. to Smith’s (1763) 
Lectures on Justice, Police, Revenue and Arms (Ox- 
ford, 1896), pp. xxviii-xxxi, and his own Theories of 
Production and Distribution (3d ed.; London, 1924), 
pp. 183 ff. 

1 Wealth of Nations, Book II, chap. v. Ricardo 
(op. cit., chap. xxvi) and J. S. Mill (Principles of Po- 
litical Economy (Ashley ed.], Book I, chap i, par. 3) 
criticized Smith on this score. Because Smith did not, 
as did Ricardo, reason from the scarcity of land, he 
did not present a determinate stationary state; and 
because he overlooked certain dynamic elements, 
the implications of his theory were more pessimistic 
than those of Ricardo and Mill (see V. Edelberg, 
“The Ricardian Theory of Profits,” Economica, 
XIII [1933], 70-71 and n.; L. Robbins, “The Con- 
cept of Stationary Equilibrium,” Economic Journal, 
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the physiocrats’ “representing the class 
of artificers, manufacturers and mer- 
chants, as altogether barren and unpro- 
ductive,’*? or to their corollary theses 
regarding the role of manufacturers and 
commerce and the effect of the circula- 
tion of proprietary revenue upon the 
annual produce. Moreover—and this 
point is of primary importance for the 
present discussion—Smith took excep- 
tion to the physiocratic depreciation of 
what he called “parsimony.”"*** For he 
apprehended no boundary to the desire 
of men for products other than food and 
no consolidated indisposition on the part 
of men, living in an advanced state,” 


XL [1930], 195-200). Whether or not Smith’s formu- 
lation of the notion of a stationary state was influ- 
enced by Quesnay’s views (see n. 46 and text, above) 
is not evident. To arrive at the conception of a sta- 
tionary state, one needs only to postulate (a) that 
the supply of a significant productive factor is fixed 
and (6) that this fixity cannot be overcome through 
technological progress or through the substitution 
for the factor in fixed supply of other factors whose 
supply is increasable. 


133 “Labour which adds to the value of the sub- 
ject upon which it is bestowed” is “productive”; 
labor which does not have this effect, however use- 
ful it may otherwise be, is “unproductive.” Unpro- 
ductive work “perishes in the very instant of its 
production,” whereas productive labor “fixes and 
realizes itself in some particular subject or vendible 
commodity” (see Wealth of Nations, pp. 314 ff.). 
Smith did not distinguish between productive and 
unproductive consumption, except to say (ibid., pp. 
321 ff.) that what is saved is consumed. His concep- 
tion of productivity and his insistence upon the 
importance of accumulation also led him to describe 
(ibid., pp. 329-32) spending on durable goods as 
more conducive to public opulence than spending 
on perishable goods and services. Pre-Smithian 
writers had sometimes distinguished between pro- 
ductive and unproductive labor (Johnson, of. cit., 
pp. 215-16, 245-46, 282) and expressed a preference 
for durable goods. 

14 Wealth of Nations, pp. 638-42. 


™5In a “rude” state of society, however, men 
(especially the great landholders) could do little 
else but “hoard whatever money they saved”; for 
in such a state there was little commerce and manu- 
facturing to absorb savings or prompt expenditure; 
gentlemen could not with propriety lend or engage 
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to spend or invest whatever income was 
received. Necessity forced the masses to 
spend what they earned, while good sense 
impelled the well-to-do to disburse what 
they received: 

In all countries where there is tolerable se- 
curity, every man of common understanding 
will endeavor to employ whatever stock he can 
command, in procuring either present enjoy- 
ment or future profit A man must be per- 
fectly crazy who... . does not. 


Although Smith declared consumption 
to be “sole end and purpose of all produc- 
tion,’ he dwelt upon the importance 
of “parsimony.” His work may be said 
to usher in that emphasis upon the ac- 
cumulation of material wealth—an em- 
phasis which drew support from the fear 
of population growth and (later) from 
the acceptance of Say’s law—which 
dominated economic thinking until the 
period of World War I. Upon parsimony 
depended the augmentation of “capitals” 
and the annual produce; for it increased 
the funds “destined for the maintenance 
of productive hands” and thus tended to 
add “value to the annual produce.” 
Hence he lauded frugality, condemned 
public and private prodigality, and ex- 
pressed alarm at the growth of public 
debt.” He took it for granted that what 
was saved would shortly be expended 


in trade; and, because of the political insecurity pre- 
vailing, men sought protection against the future in 
hoards (ibid., pp. 268, 385-86, 859-60). 


126 Tbid., p. 268, also pp. 60, 164. 


137 Ibid., p. 625. Consumption, he noted elsewhere, 
affects both human happiness and effort; for he de- 
scribed improvements in the “circumstances of the 
lower ranks” as essential to their happiness and as 
conducive to the increase of their industry (idid., pp. 
79, 81, 82-83). 


18 Tbid., pp. 321-25, 863, 872-73. He was far 
more concerned at public than at private prodigal- 
ity, observing that in the past “private frugality and 
prudence” had counteracted the prodigality of the 
spendthrift ruling classes (ibid., pp. 325, 328-29). 
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and so conceived “parsimony” to com- 
prehend both the act of saving and the 
succeeding act of investment. 

What is annually saved is as regularly con- 
sumed as what is annually spent, and nearly in 
the same time too; but it is consumed by a 
different set of people.™9 


The undertaker of some great manufactory 
[who cuts his operating expenses by 500] will 
naturally employ [this saved amount] in pur- 
chasing an additional quantity of materials to 
be wrought by an additional number of work- 
men.*3° 


Smith was not alarmed lest there be 
more saved than could be invested, for 
capital accumulation tended to increase 
production and to cheapen consumption. 
Specifically, as “stock” increased, the 
supply of food and other products in- 
creased, while the funds d<stined for the 
maintenance of labor expanded; in con- 
sequence, the population grew, and, 
as a result, the opportunity to employ 
“stock” again improved." If “stock” in- 
creased more rapidly than population 
and “capital” had to be directed into less 
lucrative employments, profits fell.** 
Yet the carrying trade, though the least 
lucrative of these employments open to 
capital, was capable of setting a very 
large amount of “stock” to work."33 
Smith apparently believed that if geo- 


"9 Ibid., p. 321. Concerning Smith’s theory of 
capital and peculiar use of terms, see Cannan, 
Theories of Production and Distribution, pp. 18 ff. 
and 55 ff. See below, n. 182, for James Mill’s use of 
above passage. 

"3° Smith, Wealth of Nations, p. 272. 


8 Ibid., pp. 79 ff., 87, 146, 164. Although he did 
not make use of Hume’s self-regulating mechanism 
in his later work, Smith supposed that the amount 
of circulating medium tended to adjust itself to the 
“annual produce” (ibid., pp. 277 ff., 323-24, 409). 
In his Lectures (p. 197) Smith had given a summary 
of Hume’s analysis. 


*# Wealth of Nations, pp. 87, 339, 341-55, 593 ff. 


"33 Ibid., pp. 354, 593 ff; see n. 122 and text, 
above. 
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graphic, technological, and other forms 
of progress came to an end, wages and 
profits would fall to a very low level and 
capital formation and population growth 
would practically come to a standstill. 
He did not suggest, however, that in such 
a hypothetical stationary state there 
would be underconsumption and un- 
derproduction because of oversaving.'* 

Smith’s discussion of parsimony, while 
not formulated precisely in the same 
terms as Say’s law, is permeated by its 
spirit; for he looked upon money as es- 
sentially a facilitator of exchange and 
upon exchange as essentially barter.** 
He emphasized, as had a number of mer- 
cantilists, but for somewhat different 
reasons, the importance of frugality and 
thrift; yet he did not share their or the 
physiocrats’ fear of hoarding.*®* Saving 
did not tend to reduce the demand for 
goods and services; rather it eventuated 
in capital formation and in an enlarge- 
ment of both supply and demand. Pre- 
sumably he was thinking of an economy 
in a healthy state. Say’s law may be de- 
rived from Smith’s, even as it may be in- 
ferred from the physiocratic writings, 
and it would have been deduced from 
one or the other had Say never written. 


F. LAUDERDALE 


While the doctrines of the physiocrats 
did not win many adherents in England, 
the views of Smith predominating, their 
opinions received occasional support even 
in the early nineteenth century. Most 
important for the present discussion was 
John Gray’s criticism, based upon phys- 
iocratic principles, of Smith’s views, since 

134 Ibid., pp. 93-97; see n. 122, above; cf. also 
J. S. Mill, op. cit., p. 732. 

138 Wealth of Nations, pp. 22 ff. 


136 See Viner, op. cit., pp. 24, 26-33, 45-51, 86, 89- 
91, for the English mercantilists’ views on thrift, 
ing, etc. 
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Gray’s work's? must have influenced 
Spence. Dugald Stewart commented 
favorably upon the opinions of the phys- 
iocrats, having been assisted in their 
study by Lord Lauderdale ;*** but he did 
not, as did Godwin,"® share their dislike 
of “parsimony.’’4° 


37[John Gray], The Essential Principles of the 
Wealth of Nations Illustrated, in Opposition to Some 
False Doctrines of Dr. Adam Smith and Others (1797). 
E. R. A. Seligman touches upon Gray’s work in his 
Essays in Economics (New York, 1925), pp. 65-67. 
Gray’s book was reviewed favorably in the Gentle- 
man’s Magazine, LXVII, Part II (October, 1797), 
858-59. See Sec. G, below, for Gray’s influence on 
Spence. 


138 See Stewart’s “Lectures on Political Econ- 
omy,” first published in Sir William Hamilton’s edi- 
tion of Stewart’s Collected Works (Edinburgh, 1877), 
VIII, 253-332. Stewart expresses indebtedness “for 
much important information” to Lauderdale’s “re- 
searches and speculations concerning the history 
and principles of the Economical system” (ibid., pp. 
300-301). Stewart refers to Gray’s work (ibid., p. 
275) and to proposals of a tax on net rent, made by 
Vanderlint and Asgill (ibid., pp. 299-300). Unlike 
the physiocrats, Stewart found in the expansion of 
manufactures the principal stimulus to agriculture 
(ibid., pp. 153, 169-70, 201 ff.). Stewart’s lectures 
were attended by Lauderdale, Brougham, James 
Mill, Thomas Chalmers, Sydney Smith, Francis 
Jeffrey, and others who subsequently became dis- 
tinguished. As late as 1803, Francis Horner was 
trying to complete his set of physiocratic writings 
(see L. Horner, Memories and Correspondence of 
Francis Horner (London, 1843], I, 230). 


139 See Godwin’s essay on avarice and profusion, 
in the Enquirer (Philadelphia, 1797), pp. 135-48. 
Malthus criticized this essay (Essay [1st ed.], chap. 
xv). 

14° E.g., see Stewart, op. cit., VIII, 194 ff.; IX, 
320 ff. Doctrines opposed to parsimony were several 
times criticized by Stewart’s students. Francis Jef- 
frey condemned Herrenschwand’s proposal to insure 
progressive consumption and production by means of 
government spending (Edinburgh Review, I (October, 
1802], 98-106). Francis Horner (Edinburgh Review, 
I (January, 1803], 409) criticized Canard’s assertion 
that England’s debt expansion had saved her from 
the evils attendant upon a superabundance of 
wealth. Canard had said that, if a nation acquires a 
surplus of wealth above what can be employed as 
capital, the national spirit of accumulation and the 
national prosperity are undermined. In these cir- 
cumstances, government borrowing absorbs the 
“superfluity” and retards “the comméncement of 
national decline. Every loan, therefore....is a 
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Although Lord Lauderdale was critical 
of the basic tenets of physiocracy,™” he 
marshaled their views on circulation and 
expenditure against both Smith’s views 
on “parsimony” and popular notions re- 
garding the effects of indulging what 
Lauderdale called “this baneful passion 
for accumulation”; for “consumption, 


wholesome bleeding, which relieves the political 
body from a plethoric malady.” There is no sugges- 
tion of Say’s law in Horner’s review, however. J. R. 
McCulloch cites an anonymous work (Sketch of the 
Advance and Decline of Nations (London, 1795], p. 
82), in which it is said: “To suppose that there may 
be a production of commodities without a demand, 
provided these commodities be of the right species, 
is.... absurd... .” (see his The Literature of Politi- 
cal Economy [1845], p. 22). McCulloch believed 
(ibid., p. 21 n.) that Say’s principle had been enunci- 
ated also by J. Tucker (see n. 79, above) and by F. 
Mengotti (Z/ Colbertismo [1791)). 


14" An Inquiry into the Nature and Origin of Public 
Wealth and into the Means and Causes of Its Increase 
(Edinburgh, 1804). Having defined “wealth”’ to in- 
clude “all that man desires, as useful or delightful 
to him” and “individual riches” to consist of that 
portion of wealth “which exists in a degree of scarc- 
ity,” Lauderdale indicated that a change in the lat- 
ter rarely reflected a commensurate change in the 
former and that emphasis upon venal value (e.g., by 
the physiocrats) led to untenable conclusions (see 
ibid., pp. 7, 49-50, 56-57, 105, 133, and chap ii gen- 
erally). He rejected both the Smithian and physio- 
cratic notions of productivity, saying that land, 
labor, and capital were sources of wealth and there- 
fore productive. Of Smith’s distinction between pro- 
ductive and unproductive labor he said that, wheth- 
er production be defined in terms of wealth or of ex- 
change value, the creator of a perishable service was 
no less productive than the fabricator of a more dur- 
able commodity. Of the physiocratic doctrine of 
net product he said that it overlooked the fact that 
the reprises were as much wealth as the produit net 
and made the magnitude of a nation’s wealth turn, 
in part, on holding down the maintenance of the 
agricultural producers and that it ignored the pro- 
ductive power of labor and capital (see ibid., chap. 
iii, esp. pp. 120-53, 205). Smith had overdone the 
case for the division of labor, failing to observe that 
its effects are largely confined to the realm of the re- 
fined arts. The main reason for mankind’s great in- 
crease in opulence was “the power man possesses, of 
directing his labor to the objects of increasing the 
quantity, and meliorating the quality, of the produc- 
tions of nature;—and . . . . the power of supplanting 
and performing labor by capital’’ (ibid., pp. 303-4): 
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most undoubtedly, must always precede 
production.”*# And just as the “effectual 
demand” for a given commodity regu- 
lates its supply, so must the totality of 
demand for commodities regulate the 
totality of their supply.**? Whence it fol- 
lows that ‘“‘abstinence from expenditure, 
and consequent accumulation,” if not 
counteracted by private prodigality or 
governmental disbursements, must di- 
minish total demand and therefore the 
total output. Parsimony per se cannot, 
therefore, as “popular prejudice” would 
have it, increase public wealth; for it 
cannot enlarge or improve the effective- 
ness of the sources of wealth. Rather, be- 
cause it operates to discourage produc- 
tion, it must tend to diminish wealth: 

Deprivation of expenditure, and consequent 
accumulation, far from being a means of in- 
creasing the wealth of the nation, must,.... 
by discouraging production, inevitably tend to 
its diminution." 

Lauderdale made three applications 
of his thesis, each consistent only in part 
with physiocratic theory—to capital for- 
mation, to fiscal policy, and to the dis- 
tribution of wealth: 

There must be, at all times, a point deter- 
mined by the existing state of knowledge in the 
art of supplanting and performing labour with 
capital, beyond which capital cannot profitably 
be increased, and beyond which it will not 
naturally increase." 


If revenues are diverted to the formation 
of unneeded capital, such diversion di- 
minishes demand and discourages pro- 
duction in the areas from which the funds 
are removed. Moreover, this discourage- 
ment is not completely offset by the en- 


+4 Idid., pp. 218, 121. 


"43 Ibid., pp. 246 ff. He cites Quesnay’s Maxim 
VII (see n. 99, above) and a quotation to the same 
efiect from Mirabeau. 


“44 Ibid., pp. 222, and 208-10, 229-30. 
“48 Ibid., p. 228; see also pp. 214-15. 


couragement given to the makers of capi- 
tal instruments, whose value, besides, is 
presently depressed by their overpro- 
duction. The net effect of such diversion, 
therefore, is a diminution of total pro- 
duction." 

In his comments on the proposal to 
set aside £15 million annually for sink- 
ing-fund purposes, Lauderdale developed 
his thesis further. If these funds were not 
spent, both the demand for goods and 
the opportunity to employ capital would 
be diminished correspondingly. If this 
sum were used to take up securities, 
those to whom it was paid in exchange 
for these securities would not spend it 
for goods, since they would regard it “‘as 
capital’; nor could they on short notice 
and in an economy already depressed by 
the initial withdrawal of this sum invest 
more than afraction of it in capital instru- 
ments."47 Lauderdale concluded, there- 
fore, that too rapid debt retirement 
would depress demand and discourage 
production and capital formation." He 
observed, furthermore: 

Parsimony, when pushed beyond a certain 
extent, whether private, or public, whether the 
effect of the depraved taste of individuals, or of 
an erroneous system of legislation must be 
fatal to the progress of public wealth.'4 


Lauderdale made no use of anything like 
a multiplier principle, however; nor did 
Spence. 


+46 Tbid., pp. 217-22. 

147 Lauderdale cited Robert Walpole to the effect 
that public creditors could afford to receive only £1 
million a year (ibid., p. 254). 

148 Tbid., pp. 230, 244-62, 265-67. Were the gov- 
ernment toraise a large sum and disburse it promptly, 
said Lauderdale, the resulting shifts in demand 
would temporarily disorganize the economy, even 
though there was no “parsimony” (see ibid., pp. 
244-45; see also Viner, of. cit., pp. 189-94, for the 
opinions of Lauderdale and others who shared his 
opinions on fiscal policy and its bearing upon produc- 
tion in the deflationist post-Napoleonic period). 


149 OP. cit., p. 271. 
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The “distribution of wealth” not only 
regulated “the portion of demand for 
different descriptions of commodities’’ 
and influenced population growth*** but 
also affected the rate at which a nation 
could accumulate wealth. Where there 
was greater equality, agriculture flour- 
ished, there were more men with both the 
incentive and the means to introduce 
new and more efficient instruments of 
production, and there was a more exten- 
sive and more rapidly growing mass de- 
mand to absorb the greater output made 
possible by the introduction of better 
methods of production. Where, on the 
contrary, there was “great inequality,” 
these favorable conditions did not exist.™™ 


A proper distribution of wealth insures the 
increase of opulence, by sustaining a regular 
progressive demand in the home market, and 
still more effectually, by affording to those 
whose habits are likely to create a desire of sup- 
planting labour, the power of executing it."* 


G. WILLIAM SPENCE 


Napoleon’s “continental system’’ in- 
spired two works, both intended to show 


*8° Ibid., pp. 306, 311, 314, 339-42, 349-50, 364. 

18! Ibid., pp. 344-49, 351-53. Lauderdale cites 
Bacon, Berkeley, and Voltaire as observing that 
“the opulence of the lower orders tends to accelerate 
the growth of national wealth” (ibid., pp. 350-51 
and n.). While Lauderdale refused to say what dis- 
tribution of wealth was most favorable to production, 
he believed that the distribution in Britain was more 
favorable than that in France (ibid., pp. 344-47). 
He was, far more than the physiocrats, an exponent 
of mass demand. For the views of Malthus and 
others on this question see my paper cited in n. 7. 
See also F. A. Fetter, “Lauderdale’s Oversaving 
Theory,” American Economic Review, XXXV (1945), 
263-83, which appeared after the present paper was 
completed. 


*s? Lauderdale, op. cit., pp. 349-50. Even the dis- 
tribution of wealth in foreign countries with which a 
given nation traded was of significance, inasmuch 
as it affected the foreign demand (ibid., pp. 355-65). 
Commerce, said Lauderdale, while not a means of 
increasing wealth, served to set these means in mo- 
tion (ibid., pp. 355-56, 359-60; see also pp. 353-55 
for his criticism of Quesnay’s views on commerce). 


that, should Napoleon succeed, “he 
would only lop off superfluous branches, 
not hew down the main trunk” of Brit- 
ain’s economy.’ Both works were 
founded in part upon physiocratic prin- 
ciples, and both were designed to demon- 
strate that Britain was not dependent 
upon commerce, as Napoleon’s policy 
assumed. Thomas Chalmers, the author 
of one these works, later evolved out of 
certain of its principles the thesis that 
a general glut was possible™ and an argu- 
ment against undue parsimony. The au- 
thor of the other, William Spence (1783- 
1860), condemned parsimony and as- 
serted the primacy of consumption." 


53 L. Stephen, The English Utilitarians (London, 
1912), II, 243. 

*s¢ Thomas Chalmers, Political Economy (New 
York, 1832), chap. v; also chaps. vi—vii, in which he 
re-examines the relation between foreign trade and 
employment and maintenance. His first work, An 
Enquiry into the Extent and Stability of National Re- 
sources (Edinburgh, 1808), was more than half- 
completed when Spence’s pamphlet came to his at- 
tention. Chalmers divided the population into three 
classes: (a) the producers of first necessaries, or sub- 
sistence; (6) the producers of second necessaries, such 
as clothing and lodging; and (c) the remainder, or 
dis posable part, of the population. Since Britain pro- 
duced about 97 per cent of her food supply, she 
needed only to increase class a slightly to become 
self-sufficient. The bulk of her disposable population, 
many of whom were engaged in producing exports to 
exchange for luxury imports, could be diverted to 
her military and naval establishments, and yet her 
supply of necessaries would remain adequate. Na- 
poleon’s policy would but empty Britain’s shops to 
fill her armies. On the composition of Chalmers’ 
work see W. Hanna, Memoirs of the Life and Writings 
of Thomas Chalmers (New York, 1853), Vol. I, chap. 
vi. Chalmers’ work was severely criticized by a re- 
viewer who said that Chalmers’ proposals would de- 
stroy liberty and substitute the “powerful principle 
of sloth” for that “great spring of human movement, 
the desire and hope of bettering their condition,” 
and that Chalmers mistook “fluency of expression 
for fertility of thought” (see Eclectic Review, IV, 
Part II [1808], 575-89). The reviewer agreed (ibid., 
p. 578) with Chalmers’ principle, stated also by 
Spence, that, since imports equal exports, the total 
demand for a nation’s output originates at home. 


«85 William Spence, Britain Independent of Com- 
merce (London, 1807) (my page references are to the 
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Unlike Quesnay, Spence attached 
great importance to manufacturing and 
its development, saying that the expan- 
sion of agriculture depended upon that of 
manufacturing, which, directly and in- 
directly, provided a market for agricul- 
tural produce and a stimulus to its ex- 
tension; yet, like Cantillon and Quesnay, 
he emphasized the spending and consum- 
ing role of the landed proprietor. “Agri- 
culture and manufactures are the two 
chief wheels in the machine which creates 
national wealth; ... . [and] it is the lat- 
ter which communicates motion to the 
former”; but the power which sets these 
wheels in motion “‘is the class of land 
proprietors.’’** 

Every civilized society, said Spence, 
combining the views of Smith and Ques- 


first edition). Spence later achieved some distinction 
as an entomologist. He is not to be confused with 
Thomas Spence, an English forerunner of Henry 
George. Spence repeated many of his opinions in 
Agriculture the Source of the Wealth of Britain (Lon- 
don, 1808). To the “Monthly Reviewers,” who had 
remarked that the physiocratic theory of the non- 
productivity of manufactures had never won support 
in England, Spence recalled a favorable notice of 
Gray’s work (see n. 137, above); and to all his critics 
he exhibited many supposedly physiocratic remarks 
of G. Garnier and Malthus (see Agriculture, etc.). 
Of Spence’s pamphlet a reviewer in the Monthly 
Magazine, which some years earlier had carried both 
a favorable comment on Gray’s work (IX [1800], 
621) and a criticism of it by a follower of Smith (idid., 
Pp. 332-34), said (XXV [1808], 304): “The Soil is a 
very prolific lady, and so often in the straw, that her 
family must inevitably be got rid of, by foreign and 
other commerce, or they will reduce her to beggary.”’ 


156 Britain, pp. 16, 20, 24-25. To the growth and 
spread of manufactures he traced the dissolution of 
the inefficient feudal order of society and the release 
of the profit motive and the forces of production 
therewith associated (ibid., pp. 16-25, 65). Hume 
and Smith had given forcible expression to this view. 
The above citation from Spence may have been sug- 
gested by Gray (op. cit., p. 118; see Seligman, of. cit., 
pp. 66-67), who declared that “the rise of rents [i.e., 
the increase of net product] enlarges the power of the 
main wheel that moves every other wheel in Society, 
and is itself set in motion by nature and the industry 
of man.” 


nay, comprises four classes: (a) land- 
owners; (5) cultivators; (c) manufactur- 
ers, who, while unproductive in the phys- 
iocratic sense of the term, convert raw 
produce into manufactures; and (d) the 
unproductive class proper, consisting of 
all who do not fall within the first three 
classes and whose services perish at the 
instant of their performance. Class 6 
derives revenue from the land and trans- 
fers it to class a, whence it passes, in ex- 
change for goods and services, to classes 
c and d, who, in turn, spend it with class 
b for produce. This production-stimulat- 
ing circulation is contingent, however, 
upon prompt and sufficient spending by 
the landed proprietors."5? 


It is a condition, then, essential to the crea- 
tion of national wealth, that the class of land 
proprietors, expend the greater part of the rev- 
enue which they derive from the soil. They are 
the agents, through whose hands the revenue of 
the society passes, but in order that wealth and 
prosperity should accrue to the community, it 
is absolutely necessary, that they should spend 
this revenue. So long as they perform this duty, 
everything goes on in its proper train. With the 
funds which the manufacturing and unproduc- 
tive classes appropriate to themselves, from the 
expenditure of the class of land owners, from 
supplying the members of this class with various 
objects of necessity, or of luxury, which their 
desires, whether natural or factitious, require, 
they are enabled to purchase the food which the 
farmer offers to them. The farmer being en- 
abled to dispose of his produce, acquires the 
funds necessary for the payment of his rent, 
and thus, the revenue again reverts to the land 
proprietor, from whom it was in the first in- 


187 Britain, pp. 7-12, 15-16, 25. One-sixth of 
Britain’s population sufficed to provide food, he esti- 
mates (ibid., p. 67). Of the quantity of money “‘nec- 
essary” for “‘circulation,”’ Spence remarked only that 
a nation’s imports and exports would balance after 
it had acquired “‘so much of the precious metals as is 
necessary for the purpose of circulation, and of sup- 
plying the demand of its inhabitants for articles of 
plate” (ibid., p. 46; also pp. 14-15, where he says 
that the type of circulating medium in use has no 
bearing upon the laws of production). 
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stance derived, again to be expended, and again 
to perform the same duty of circulation.*s* 


Spence therefore condemned Smith’s 
defense of parsimony, saying that ‘‘ex- 
penditure, not parsimony, is the prov- 
ince” and the “duty” of the landed pro- 
prietors and that the expansion of manu- 
factures, of agriculture, and of popula- 
tion is contingent upon the progressive 
increase of this expenditure. Suppose the 
landed proprietors “save” 1 million of 
their revenue. The market for the prod- 
ucts and services of classes ¢ and d will 
be reduced correspondingly, and they, in 
turn, will have that much less to spend 
on agricultural products; whence the in- 
come of the cultivators will fall in like 
measure, and they will be unable to re- 
quite their rental obligation to the pro- 
prietors. Nor, says Spence, is the out- 
come otherwise, if the million is lent at 
interest. For then it is “employed as capi- 
tal’”—at the very time that the diminu- 
tion in expenditure “decreases the means 
of the profitable employment of capital’’; 
and, while it may “give employment to 
manufacturers,” it cannot “diminish the 
hardships of those” who have been “‘de- 
prived of the revenue derived from its 
expenditure.’”*s® 

It followed, since agricultural expan- 
sion and economic expansion in general 
are contingent upon the expansion of 
expenditure by the landed proprietors, 

188 Tbid., pp. 26-27; also pp. 7-12. Spence points 
out that the farmer, too, receives revenue—a return 
above the subsistence of his family and helpers and 
the rent he pays to the proprietor—which, under 
certain circumstances (e.g., when the land has been 
let on long lease, or when the proprietor has not ex- 
acted so high a rent as he might), includes part of the 
true rent. “With respect to this profit,” the cultiva- 
tors “stand in the place of the class of land proprie- 
tors, and. . . . the reasoning applied to the latter class 
.... will equally apply to them.” Because “‘it great- 
ly simplifies the argument,’ Spence supposes that 
the whole of the revenue passes to the proprietors 
(see idid., p. 26 n.). 


«89 Ibid., pp. 27-30; also Agriculture, pp. 66, 68. 


that “the increase of luxury is absolutely 
essential to [the] well being” of England 
and Europe. For since a proprietor cai 
“procure all the necessaries and cora- 
forts of life’ by the expenditure of a 
“few hundred a year,” he must, if he is 
to disburse the remainder of his revenue, 
exchange it for luxuries, in especial for 
“luxuries fabricated at home,’ and 
these must therefore be available. Unlike 
Quesnay, Spence did not distinguish be- 
tween decorative luxury and /uxe de sub- 
sistence, for he believed that, so long as 
the proprietor spent his revenue with 
classes ¢ and d, no difficulties would 
arise."* It made no initial difference, in 
fact, whether a proprietor employed 500 
men to construct “‘a splendid palace” or 
“to blow glass bubbles, to be broken as 
soon as possible,” for in either case the 
workers required as much agricultural 
produce. It was preferable in the longer 
run, however, that men purchase “per- 
manent” (i.e., durable) luxuries, which 
added to a nation’s “‘wealth,” rather than 
“luxuries ....of a transitory nature.” 
And it was “highly” desirable, “in a 
moral point of view,” that the members 
of the “unproductive” class “be occupied 
in ministering to the wisdom, rather than 


160 Britain., pp. 29-32, 59. Foreign commerce, as 
the physiocrats had shown, could not add to wealth, 
since, as a rule, equal values were exchanged and 
the demand for domestic manufactures originated, 
directly or indirectly, in the domestic economy. Ac- 
cordingly, even though imports and exports ceased, 
the domestic market could absorb all domestically 
produced goods and services—goods which were 
usually preferable, on moral grounds, to imports 
(e.g., tobacco, wine, perishables) (see ibid., pp. 34- 
69). He characterized the arguments in support of 
commerce as “sweepings of Colbert’s shop” (ébid., 
p. 42). Chalmers, too, had reasoned that the demand 
for exports, as well as for domestically consumed 
products, originated at home. 


*6x He did not square this opinion with his state- 
ment (see n. 159 and text, above) regarding the use 
of revenue for capital formation. 


162 Britain, p. 42. 
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the follies, of society, in contributing to 
its instruction, rather than its amuse- 
ment.”"*3 

Spence’s general position on luxury 
and manufactures and on their relation 
to agriculture was much closer to that of 
Germain Garnier than to that of Ques- 
nay. In reply to critics who pointed to the 
evils (occupational diseases, depraved 
morals, etc.) attendant upon the devel- 
opment of urban manufacturies, Spence 
said: “I have contended for the increase 
of luxury, because I can see no other way 
by which the poor of Europe can draw 
the produce of the soil out of the hands 
of its possessors.’”**4 


*63 Jbid., p. 33. Luxury would not hurt a nation 
whose wealth, unlike that of ancient Rome, was de- 
rived from its “own internal resources.” Nor would 
it enervate “that class, from which the army of the 
state must be chiefly supplied,” inasmuch as the 
“bulk of that class .... will never enjoy more than 
the bare necessaries of life” (ibid., p. 31; cf. pp. 23- 
24). Whereas William Paley favored limiting luxury 
to the few, Spence supposed that it would be so re- 
stricted by the scheme of things (cf. n. 164, below). 
On Paley and Maithus see my paper cited in n. 7, 
above. 

164 Agriculture, pp. 69-70. Spence cites jn support 
of this view Edmund Burke’s statement: “I am sure 
that no consideration, except the necessity of sub- 
mitting to the yoke of luxury, and the despotism of 
fancy, who in their own imperious way will distribute 
the surplus product of the soil, can justify the tolera- 
tion of such trades and employments in a well-regu- 
lated state. But for this purpose of distribution, it 
seems to me, that the idle expenses of monks are 
quite as well directed as the idle expenses of us lay- 
loiterers.”” Burke had also said, regarding the “in- 
come of the landed capitalist,” that “the only con- 
cern of the state is, that the capital taken in rent 
from the land, should be returned again to the indus- 
try from whence it came,’”’ and with the “least possi- 
ble detriment to the morals” of all concerned (see 
his “Reflections on the Revolution in France” 
[1790], in Works (London, 1803], V, 290-92). In 1769 
Burke had defended luxury—largely “‘decency and 
convenience”—saying that it “excites industry, 
nourishes emulation, and inspires some sense of per- 
sonal value into all ranks of people” (Works, II, 
203-4). Burke, unlike Lauderdale and Mill, at times 
supposed that great inequality was especially favor- 
able to the permanence of the institution of property 
(see A. Cobban, Edmund Burke (London, 1929], p. 
195). 


In his discussion of fiscal policy, 
Spence followed Lauderdale rather than 
Quesnay and defended debt-creation and 
taxation. Man is “much more inclined to 
save and to hoard, than to spend,” while 
proprietors do not tend to disburse all 
their revenue. Whence offsets to this 
tendency to save are required, and these 
are supplied by debt-creation and taxa- 
tion. Debt-creation by the government 
converts “what was destined for capital, 
into consumable revenue,” thus stimu- 
lating agriculture. Since he believed that 
the establishment of a sinking fund would 
reverse this process, Spence opposed it, 
citing Lauderdale’s arguments. Taxes, 
while ultimately incident upon land, 
transferred to the government revenue 
which the proprietors might otherwise 
have saved but which the government 
spent, thus benefiting agriculture: 

Expenditure, in short, is the very essence of a 
system like ours, and what difference can it 
make to the prosperity of the country whether 
it is indebted for this expenditure to the govern- 
ment or its subjects."*s 


H. JAMES MILT’S REPLY 


One, and possibly two, of the critical 
replies which Spence’s pamphlet pro- 
voked™ were inspired by Say’s Trait#é, 


16s Britain, p. 71 n. Spence was not wholly con- 
sistent with others of his opinions when, in this note, 
he said that the receivers of interest on government 
loans spent all this interest; that taxes, though ulti- 
mately incident on land, oppressed those in the mid- 
dle ranks who lived on fixed income; and that, while 
the country had enough productive laborers, the 
government ought to spend more of its revenues 
on national improvements (see also Agriculture, 
Pp. 70 n.). 

*66 Tt was also criticized by Robert Torrens and 
by an anonymous reviewer for the Eclectic Review 
(III, Part II [December, 1807], 1052-58), who sub- 
sequently (ibid., IV, Part I (June, 1808], 554~s9) 
praised Mill’s pamphlet and formulation of Say’s 
law. It was approved by William Cobbett and by 
the anonymous author of Sketches on Political Econ- 
omy (1809), whose publication, Seligman states (op. 
cit., p. 68), brought to an end the attempt to popu- 
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a pamphlet by James Mill in which 
Say’s law of markets was clearly formu- 
lated, and a review, possibly by Henry 
Brougham, in the Edinburgh Review," 
in which Say’s principle was hinted at. 
The author of the latter wrote: 


We are perfectly ready to admit, that con- 
sumption must exist somewhere, or there could 
be no production; and that there are limits to 
the accumulation of capital, though we do not 
know where to place them: but we are strongly 
inclined to believe, that production generates 
consumption, as well as consumption produc- 
tion; and that an increasing capital naturally 
produces an increased use of consumable com- 
modities, from the greater cheapness of manu- 
factures, the comparative higher price of labour, 
the improved cultivation of the soil, the more 
rapid increase of population, and the constant 
growth of an important class of consumers liv- 


larize physiocracy in England, except for its partial 
support by Thomas Chalmers. Sketches is attributed, 
on what grounds I am unaware, to Granville Sharp 
(1735-1813). 

"67 XT (January, 1808), 429-48. The anonymous 
author of this review also reviewed Spence’s reply 
(Agriculture) critically (see Edinburgh Review, XIV 
[April, 1809], 50-60, esp. 54, where the earlier review 
is referred to). The author of this review treated pro- 
duction much as did Say (see n. 183 below): “Man 
never creates. The quantity of matter in the universe 
is always the same. All that he does, is... . to ar- 
range or to mould it in such a way as to make it 
more subservient to his use or gratification than it 
was before” (see Edinburgh Review, XIV [April, 
1809], 54). Brougham, in his review of Lauderdale’s 
work (see ibid., IV [July, 1804], 358-59), had written 
in similar vein: ‘“There is no essential difference be- 
tween the powers of man over matter, in agriculture, 
and in other employments. It is a vulgar error, to 
suppose that, in the operations of husbandry, any 
portion is added to the stock of matter formerly in 
existence.” The farmer, like the manufacturer, mere- 
ly “works up [the] raw material.” To this statement 
and article Spence’s critic refers (see ibid., XIV 
[April, 1809], 54) the reader who desires further 
information. It is quite possible, therefore, since 
Brougham here treated production as did Say, that 
he may have read Say’s Traité before writing the re- 
view of Lauderdale’s work. If this be the case and if 
Brougham were the author (see n. 168) of the two re- 
views of Spence’s pamphlets, it is likely that the 
criticism of Spence’s views was inspired by Say’s 
Traité. The author of these two reviews, even if he 
were not Brougham, may have derived hisinspiration 
from Say’s work. 
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ing upon profits of stock, and the interest of 

Each manufacturer and artificer 
becomes a consumer to his brother manufactur- 
ers and artificers in different lines. 


Brougham, if it was he who reviewed 
Spence’s pamphlet, did not, in his other 
works, avail himself of the principle that 
“production generates consumption.” 
Charles Bosanquet’s pamphlet on com- 
merce, for example, provided Brougham 
with an excellent opportunity to apply 
Say’s law. But Brougham missed it. 
Bosanquet had declared that, since 
England was in need of more people than 
her agriculture could support, she must 
further develop her commerce and manu- 
factures and exchange wrought goods 
for raw produce; she must, in short, de- 
velop “a balance of labour” rather than a 
“balance of trade.’** And he had added: 


168 Edinburgh Review, XI (January, 1808), 434, 
435 (my italics). This reviewer also pointed out that 
in Britain the landed proprietors controlled only a 
small portion of the nation’s purchasing-power (ibid., 
PP. 434-35). The author of this review is not identi- 
fied by W. A. Copinger in his On the Authorship of 
the First Hundred Numbers of the “Edinburgh Re- 
view” (Manchester, 1895); nor is he identified as 
Brougham in a recent study of the latter’s contribu- 
tions (see E. Schneider e¢ al., “Brougham’s Early 
Contributions to the Edinburgh Review: A New List,” 
Modern Philology, XLII [1945], 152-73). That 
Brougham may have been the author of this review 
of Spence’s work is suggested, however, by several 
facts. We have already indicated (see n. 167) that 
Brougham and the anonymous reviewer treated pro- 
duction in the same manner. The reviewer of 
Spence’s Britain pamphlet also referred approvingly 
(see Edinburgh Review, X1 (January, 1808], 440) to 
Brougham’s “able” Inquiry into Colonial Policy. 
Furthermore, Brougham himself, in a laudatory re- 
view of a pamphlet by Spence (see n. 170, below) 
on West Indian affairs (see Edinburgh Review, XIII 
[January, 1809], 382 ff., esp. 383), remarks that “we 
had the fortune to dissent from the doctrines” of 
Spence’s Britain Independent. Against the view that 
Brougham did the review of Spence’s Britain pam- 
phlet may be set the fact, supported in the text, that 
he did not make much use of the proposition that 
production begets consumption. 


16 Bosanquet’s views were those of the eighteenth 
century (e.g., see Johnson, of. cit., pp. 230 ff., 30! 
ff.). 
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“But manufacture is only a second cause; 
it has no intrinsic momentum; the pri- 
mum mobile is consumption.” Of these 
opinions Brougham said only that he was 
“unable to admire”’ them. But he did re- 
mark, following his comment that “a 
general glut” of sugar was the cause of 
the West Indian trouble, that in all “‘or- 
dinary lines of employment” supply al- 
ways approaches but never quite catches 
up with demand, inasmuch as “the capi- 
tal which is accumulated from profits, 
can only be reinvested, so as to augment 
the stock yielding annual increase, slowly 
and with difficulty 

In his review of Lauderdale’s work, 
Brougham approved the substance of 
the former’s broadened definition of 
what is productive but criticized his 
opinions on capital accumulation. 

It is because new capital, i.e., stock not con- 
sumed but saved, gives employment to new 
men, and sustenance to increased numbers of 
inhabitants, and because it exercises the inven- 
tive powers of its possessors, that its accumula- 
tion may fairly be said to have no definable 
bounds.!7" 

Nonetheless, he observed that when a na- 
tion’s economy had become fully devel- 
oped, “parsimony must then be unnec- 
essary, as no new channels of employ- 
ment can be opened.” Holland had near- 
ly reached this stage of development, 
and England soon would, unless she im- 
proved her agriculture and developed 
her colonies.*” He noted, moreover, that 


17° Edinburgh Review, XI (October, 1807), 148- 
49, 156-57, 169. Bosanquet’s work (Thoughts on the 
Value to Great Britain of Commerce in General, and 
of the Colonial Trade in Particular [1807]), one of 
several reviewed by Brougham, inspired William 
Spence’s Radical Cause of the Present Distress of the 
West India Planters Pointed Out (1807), which was 
favorably reviewed by Brougham in the Edinburgh 
Review, XIII (1809), 382 ff. 


1" Edinburgh Review, IV (1804), 373- 


'2 Ibid., p. 373. Brougham employs the term 
“parsimony” in the same manner as Smith (idid., pp. 
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a mere increase of the food supply would 
not augment the population and thus 
provide a market for this food, inasmuch 
as the growth of population was regu- 
lated by the growth of the supply of both 
food and comforts and luxuries.*”’ 

In his reply to Spence, James Mill, ap- 
parently following Say, distinguished 
between productive and unproductive 
consumption, “‘between the commodities 
which are destined to serve for immediate 
and unproductive consumption, and 
the commodities which are destined to 
operate as the instruments or means of 
production,”*’4 and he stated that what 
is annually produced is annually con- 
sumed in one form or another. Mill em- 
phasized the importance of parsimony 
and, while admitting that an individual 
commodity might be overproduced be- 
cause another was underproduced, denied 
the possibility of general overproduction 


373-74) and defends the sinking-fund scheme on the 
ground that it restores funds gradually to their for- 
mer owners and so facilitates their investment (ibid., 
Pp. 375). In earlier articles he had defended the sink- 
ing-fund arrangement (ibid., III [1804], 480 ff.); de- 
scribed borrowing from merchants and manufactur- 
ers as a better means than increased taxation for 
financing war, inasmuch as it did not tend to dimin- 
ish “the revenue of the nation”’ (ibid., V [1804], 117- 
18); and commented on the difficulty, in the absence 
of war, of finding sufficient “vent for capital” (ibid., 
pp. 115-16, 119). 

113 Ibid., IV (1804), 361-62. He is criticizing the 
thesis, which he attributes to Quesnay, that an in- 
crease in the food supply produces an increase in 
population and thus provides a market for itself. 
Later Malthus (Principles of Political Economy 
[rst ed.; London, 1820], chap. iii, sec. i), in his dis- 
cussion of rent, said that necessaries, “when properly 
distributed,” create their own demand by facilitating 
population growth. See also n. 184, below. 


174James Mill, Commerce Defended (London, 
1808), pp. 46-49. Mill is criticizing Spence’s asser- 
tion that durable commodities are preferable to 
nondurable commodities. Pyramid-building cannot 
enrich a country. Mill appears to accept Smith’s dis- 
tinction between productive and unproductive labor, 
however. Mill’s arguments reappear in chap. iv of 
his Elements of Political Economy, first published in 
1821. 
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or a glut." He charged Spence with re- 
peating Lauderdale’s untenable opinions 
on fiscal policy and with building upon 
Mercier’s ‘remarkable’ principle—“La 
consommation est la mesure de la re- 
production”—instead of upon the valid 
principle—“‘Consumption is posterior to 
production.”?” 

Parsimony, says Mill, following Smith 
and Say, is essential to a nation’s prog- 
ress in wealth and well-being, for only 
that part of the “annual produce” which 
is consumed (i.e., employed) “for the 
sake of reproduction” serves to augment 
the “whole annual produce” and thus to 
increase comfort. Moreover, given peace 
and a suitable distribution’”’ of wealth, 
together with competition and a curb on 
the inclination of governments to spend 
rather than to save, “the disposition of 
mankind to save and to better their con- 
dition” would probably provide enough 
capital formation to permit progress.*”* 

Parsimony did not imply hoarding 
and underexpenditure, or underconsump- 
tion, inasmuch as that which was saved 
was promptly expended, either by the 
saver himself or by a borrower: 

118 Commerce Defended, pp. 85-87. Mill criticized 


in detail Spence’s views on productivity, agriculture, 
commerce, exchange, and fiscal policy. 


176 Ibid., pp. 76 n., 79, 96 n. While Mill purports 
to quote from Mercier’s L’Ordre (II, 138), he ac- 
tually misquotes from Say (see n. 191, below), who 
paraphrases Mercier. Mill also repeats Say’s anec- 
dote (Traité [1st ed.], II, 367 n.) 


77 War, said Mill, is the great devourer of capital 
and the great source of human misery (Commerce 
Defended, pp. 118-20). Great inequality is unfavor- 
able to parsimony and conducive to unproductive 
consumption, for then the number of persons is 
great “who have no occasion to devote themselves 
to any useful pursuit.” He attributed England’s lack 
of agricultural progress to the largeness of the land- 
holdings (ibid., pp. 74, 115). He indicated, too, that, 
from the pressure of circumstances and competition, 
merchants and manufacturers dealt more liberally 
with their workmen than did landlords (#bid., p. 114). 


178 Ibid., pp. 69-71, 85-89. 


Of the two parts of the annual produce, that 
which is destined for reproduction and that 
which is destined for consumption, the one is as 
completely expended as the other, and that part 
which is destined for reproduction, is that which 
is probably all expended in the shortest time.’ 

The self interest of men, ever has impelled 
and ever will impell them, with some very tri- 
fling exceptions, to use every particle of prop- 
erty which accrues to them, either to the pur- 
pose of immediate gratification, or of future 
profit. That part, however, which is destined 
for future profit, is just as completely consumed, 
as that which is destined for immediate gratifi- 
cation.**° 


It was absurd, therefore, to say that 
government borrowing or taxation served 
to increase expenditure, consumption, 
and production; for the money taken 
over by the government and employed in 
“dead consumption” would “have been 
as certainly laid out in the purchase of 
commodities, had it remained as [private] 
capital.’’*** 

In general, Mill declared, saving 
eventuates promptly in investment, and 
production automatically generates the 
purchasing-power necessary to remove 
itself from the market. Hence the un- 
derexpenditure and underconsumption, 
which Spence, Lauderdale, and the phys- 
iocrats feared, cannot be. Mill thus gave 
full and explicit expression to what later 
was called Say’s law: 


Every country will infallibly consume to the 
full amount of its production The produc- 
tion of commodities creates, and is the one and 
universal cause which creates a market for the 
commodities produced The collective 
means of payment of the whole nation . . . . con- 
sist in its annual produce A nation can 
never be naturally overstocked either with capi- 
tal or with commodities; as the very operation 
of capital makes a vent for its produce..... 


119 Ibid., p. 76; also pp. 77-78. 
180 Ibid., pp. 71-72. 
8 Ibid., pp. 91-94. 





~— 2 «- a ae. @ | 2. @& 2 ae eee 3 


THE PHYSIOCRATS AND SAY’S LAW OF MARKETS 


When money is laid out of the question, is it not 
in reality the different commodities of the coun- 
try, that is to say, the different articles of the 
annual produce, which are annually exchanged 
against one another? . . . . The demand of a na- 
tion is exactly its power of purchasing. But 
what is its power of purchasing? The extent 
undoubtedly of its annual produce 

great soever the annual produce may be it al- 
ways creates a market to itself 

tion’s] power of purchasing is always equivalent 
to its power of producing, or at least to its an- 
nual produce."® 


I. SAY’S LAW OF MARKETS 


Whereas Mill’s law of demand origi- 
nated in his attempt to demolish specific 
opinions of Spence, Lauderdale, and 
Mercier, Say’s law of markets grew out 
of his effort to overthrow finally the sup- 
posedly untenable but lingering doctrines 
of the physiocrats and to substitute in 
their place a somewhat modified Smith- 
ianism. For the physiocratic theory of 


the unique productivity of land he sub- 
stituted the principle that whatever 


182 Tbid., pp. 79, 80, 81, 81-82, 83, 84, 86. 

Mill’s early views on “parsimony” are expressed 
in a review of Lauderdale’s work (see “Lord Lauder- 
dale on Public Wealth,” Literary Journal, IV [July, 
1804], 2-18, esp. 12-15, 16-17). Mill does not yet 
give expression to Say’s principle; but he treats 
Lauderdale’s views on “accumulation” and sinking 
funds much as Smith would have done and cites 
Smith to the effect that what is produced is con- 
sumed (see Wealth of Nations, pp. 321-22; also n. 
129 above). The wealth and productive powers 
of nations are increased through additions to “the 
active stock of society.” Man does not think “of 
accumulating dead stock”; he saves only that part 
of his income which he can employ or lend with 
advantage. It is virtually impossible for parsimony 
to “accumulate faster than employment can be 
procured for active stock in any country.” There is 
no basis in theory or in recent British experience 
for supposing that debt repayment will be signifi- 
cantly conducive to oversaving and underconsump- 
tion. “All the fears . . . . with regard to the failure 
of consumption are groundless.” Mill cites several 
passages from Lauderdale having to do with the ill 
efiects of marked inequality, but he does not ap- 
praise them. Presumably he viewed them sympa- 
thetically (see n. 177 above). 
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creates utility is productive;*** for the 
physiocratic theory of Juxe, the doctrine 
of productive and unproductive con- 
sumption; for the physiocratic theory of 
interclass exchange, the theory of inter- 
individual exchange; for the physio- 
cratic stress upon agriculture, stress upon 
manufactures and their growing impor- 
tance; for the physiocratic emphasis up- 
on the landed proprietor as the center 
of the economic scheme of things, em- 
phasis upon the active entrepreneur as 
the principal animator and organizer of 
economic life; and for the peculiar and 
circumscribed physiocratic doctrine of 
circular flow and the primacy of con- 
sumption, his generalized law of markets 
and the primacy of production. This 
law of markets he directed, at first, 
against those who did not believe that 
consumption readily and necessarily ad- 
justs itself to increases in production 
and, later, against the theory of general 


*83 Condillac had said: “Produire, en effet, c’est 
donner de nouvelles formes a la matiére” (Le Com- 
merce et le gouvernement (Paris, 1798 ed.], Part I, chap. 
ix, p: 79). Say directed against the physiocratic 
theory of production the argument that, since the 
mass of matter is constant, man cannot create ma- 
terial objects; he can only change the form of matter 
and give it utility (see Traité [2d and later eds.}, Book 
I, chap. i; [1st ed.], Book I, pp. 23-30). While Say 
therefore rejects the physiocratic and Smithian theo- 
ries of productivity in the first edition, he does not 
reject Smith’s view that some employments of capi- 
tal are inherently more advantageous to a society 
than others (see ibid., Book I, chaps. vi, xviii, xlii- 
xliii; Book IV, chap. xviii; [6th ed.], pp. 402-4; cf. 
nn. 132-33 and text, above). 

Of production, both Brougham and Spence’s 
anonymous critic (see n. 167) wrote much as did 
Say. Whence it is possible that they knew Say’s 
Traité. If this be true, it illuminates the Edinburgh 
Review’s criticism of Spence. Cursory investigation 
suggests that the first edition of Say’s Traité was 
slow to become known in England. It is not evident 
from Lauderdale’s work whether he had seen Say’s 
work prior to completing his Jnguiry; his criticism of 
Smith’s theory of productivity differs from that of 
Say. Dugald Stewart does not refer to Say’s work. 
It received little or no attention in the reviews. 
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glut identified with the names of Malthus 
and Sismondi. 

Say developed the thesis, especially 
in his chapter on “Des débouchés,” that 
“c’est la production qui ouvre des dé- 
bouchés aux produits,” money serving 
as a mere agent of transfer, which per- 
forms a “momentary function”; that, 
while the supply of some one commodity 
may temporarily outrun the demand for 
it, the supply of all commodities cannot 
outrun the demand for all commodities, 
inasmuch as an excess of one product 
presupposes an offsetting deficit of some- 
thing else and as it is supply which gives 
rise to demand. He concluded, therefore, 
that, the more numerous are producers 
and the more varied are productions, 
the more numerous and extensive are 
markets for productions; that the success 
of one branch of industry promotes that 
of all others; that the vent abroad for a 
nation’s productions is determined by its 
purchases abroad; and that the en- 
couragement of “unproductive” con- 
sumption is of no benefit to commerce or 
production, since the difficulty always 
lies, not in stimulating the desire of con- 
sumption, but in supplying the means of 
consumption."*4 

Although Say’s Traité did not assume 
substantially final form until the second 
edition (1814), the essence of his views 
regarding the importance of capital for- 


84 Traité (6th ed.; Paris, 1841), Book I, chap xv; 
Cours complet d’économie politique (Paris, 1840), I, 
340-47; Catéchisme d’économie politique, in CEuvres 
diverses (Paris, 1848), pp. 41 ff. In one place (Cours, 
I, 340-41) Say reasons much as did the physiocrats 
at times, suggesting that an increase of production 
gives rise to population growth and thus provides 
a market for itself (cf. n. 173, above). For technical 
formulations and appraisals of Say’s law, see O. 
Lange’s “‘Say’s Law: A Restatement and Criticism,” 
in Lange et al., Studies in Mathematical Economics 
and Econometrics (Chicago, 1942), pp. 49-68; H. 
Neisser, “General Overproduction: A Study of Say’s 
Law of Markets,” Journal of Political Economy, 
XLII (1934), 433-65. 


mation, the need of curbing unnecessary 
unproductive consumption, and the ori- 
gin of demand in production is already 
to be found in the 1803 edition. If this 
be true—and it is contrary to Hollander’s 
opinion—it may be inferred from the 
similarity of Mill’s to Say’s analysis that 
the distinction of having first formulated 
Say’s law belongs to Say alone.**s 

There is not much of the law of mar- 
kets in Say’s chapter on “Des débouchés” 
in the first edition; but the spirit of the 
law underlies many of his observations 
in other chapters, and its essence is 
stated. In this chapter, after noting that 
each producer creates a surplus which 
he desires to exchange for portions of the 
surpluses of other producers, Say de- 
clares that one pays “for products with 
products,” money serving only as a 
medium of exchange, and that if a na- 
tion has too much of one type of product 
it may provide for its sale by creating 
more of another type. He describes as 


*8s Hollander concluded, following a careful 
analysis of the epistolary and other communications 
between Mill and Say and an examination of the 
writings of Mill and Say, that Mill was the first to 
publish the substance of the law and that Say, who 
merely anticipated it in his 1803 edition, subsequent- 
ly developed it more fully than Mill and independ- 
ently of Mill. Say’s 1803 edition, Hollander observed, 
“contained practically nothing of the doctrine com- 
monly ascribed to him”; its passages relating to mar- 
kets “at best suggest a state of mind.” Mill there- 
fore got only the germ of the law from Say (see Hol- 
lander’s Introd. to Ricardo’s Notes on Malthus [Bal- 
timore, 1928], pp. lxxix—Ixxxv). C. Gide and C. Rist 
(A History of Economic Doctrines (2d. rev. ed.; New 
York, 1915], p. 116 n.) wrote of Say’s statements re- 
garding overproduction that they “vary from one 
edition to another, and anything more unstable .. . . 
would be difficult to imagine.” McCulloch (op. cit., 
p. 21) found the first edition “nearly as good as the 
last.”” Say changed the organization of his work be- 
tween 1803 and 1814, reducing the number of books 
from five to three, and modified the verbal content 
appreciably. The last edition includes two chapters 
not in the second; otherwise the arrangement is ¢s- 
sentially the same, but the verbal content differs 
somewhat. The first and second editions are in two 
volumes; the sixth is in one. 
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“one of the most important truths of 
political economy”’ the fact that it is not 
an abundance of money but an abundance 
of products in general which makes for 
“facile markets.’ In a later chapter 
Say denies that demand depends upon 
consumption, saying that consumption 
is an effect of production and that supply 
equals demand, since each equals the 
sum of what is unproductively consumed 
and what is accumulated. 


Pour consommer il faut acheter; or on n’aché- 
te qu’avec ce qu’on a produit. La quantité de 
produits demandés est-elle donc déterminée par 
la quantité de produits créés? Sans aucun doute. 
Chaque peut a son gré consommer ce qu’il a 
produit; ou bien avec son produit en acheter un 
autre. La demande des produits en général est 
donc toujours égale a la somme des produits ... 
le meilleur moyen d’ouvrir des débouchés aux 
produits est de les multiplier et non de les 
détruire ... les bornes de la production ... sont 
dans les moyens de produire.**? 


To Garnier’s suggestion of the possibility 
of a general congestion of markets, Say 
replies that, while for a short time too 
much of some one product may be pro- 
duced, too much of all products cannot 
be produced, since the total demand for 
products is nothing but the whole mass 
of products which have been produced. 


Je ne concois pas que les produits de l’indus- 
trie d’une nation en général, puissent jamais 
étre trop abondans, car l’un donne les moyens 
d’acheter l’autre. ... 


"86 Traité (1st ed.), I, Book I, chap. xxii, 152-55. 
Say still looks upon foreign markets as less advan- 
tageous than the domestic market and as a supple- 
ment to the latter (ibid., pp. 154-55). But he denies 
that any one nation’s prosperity is obtained at the 
expense of other nations (ibid., chap. xli); and in his 
criticism of the balance-of-trade theory he indicates 
that purchasing-power originates in production 
(ibid., pp. 157, 179). In his criticism of the physio- 
cratic thesis that a high price level for provisions is 
generally advantageous, Say observes that national 
real income, production, and employment are inde- 
pendent of the level of prices (ébid., Vol. II, Book III, 
chap. iv). 


#7 Ibid., II, Book IV, 175-77. 


La demande des moyens de production en 
général... tient a l’étendue de la production. 
Et comme |’étendue de la production dépend de 
l’étendue des moyens de production, la demande 
des moyens de production s’étend dans le méme 
proportion que les moyens de production eux- 
mémes; c’est-d-dire en résultat, qu’une nation 
a toujours les moyens d’acheter tout ce qu’elle 
produit.:# 


Say made use of this law of markets in 
his analysis of saving, capital formation, 
and consumption and directed it specifi- 
cally against those who asserted that 
“parsimony” gave rise to underconsump- 
tion and overproduction. Consumption, 
he said, involves the “destruction of 
utility.” Consumption is of two kinds: 
(a) productive, which, while it satis- 
fies no wants, results in the creation 
of a new value, and (6) unproduc- 
tive, which, while it creates no new 
value, usually gratifies a want. Capital 
formation causes no diminution of ex- 
penditure or consumption; for, although 
it presupposes frugality and saving, it 
consists in essence in the substitution of 
productive for unproductive consump- 
tion. Say therefore dismissed as un- 
founded the fear that frugality might 
lead to a diminution in expenditure and 
output, because he took it for granted 
that, as a rule, what was saved was not 
hoarded but was promptly consumed 
productively. And he praised frugality as 
necessary to progress in industry, opu- 
lence, and civilization."** 

The same distinctions and arguments 
appear in the 1803 edition, where he 
stresses the importance of economy, 
frugality, saving, and capital formation. 


188 Tbid., pp. 177-80, also p. 548,under “Dé- 


1% Traité (6th ed.), pp. 59 ff., 112-22, 435, 440- 
43, 453-55. Lauderdale’s views are i y 
criticized (ibid., p. 115 n.). See also Cours, I, 150, 
153; II, 204-5, 237, 240, 511 n.; Catéchisme, pp. 32- 
35- 
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A nation cannot have too much capital, 
he suggests; nor is it likely to have a 
supply even approximately sufficient in 
view of man’s propensity to multiply 
and his avidity for pleasures. Savings 
are not withdrawn from circulation so 
long as there is order and security. For 
neither a saver nor a borrower wants to 
forego interest on his funds; and there 
are a “thousand waysof placing savings.” 
Savings therefore are consumed, but 
productively; they furnish markets for 
products which are “useful and capable 
of engendering others, in place of evapo- 
rating in frivolous consumption.” Sup- 
pose, says Say, that a wealthy man cuts 
his unproductive consumption by 20,000 
francs and lends these to a manufacturer. 
The latter promptly invests them and 
furnishes employment to as many work- 
ers as are thrown out of work by the 
wealthy lender’s discontinuance of a por- 
tion of his unproductive consumption. 
What is more important, since the 20,- 
ooo francs are spent productively, the rev- 
enues of the lender, the manufacturer, 
and the workers increase and the market 
for products expands accordingly." 

Say singled out for criticism the views 
of those who, in his opinion, had al- 
leged the primacy of (unproductive) 
consumption and had described spending 
as preferable to frugality (especially 
Mercier and the physiocrats); of those 
who had declared free spending by the 
wealthy to be essential to the support of 
the poor (e.g., Fontaine, Voltaire, Mon- 
tesquieu); and of those who had advo- 
cated extensive spending by governments 
and had found public debt to be ad- 
vantageous: 


190 Traité (rst ed.), I, 17, 89-91, 94-96, 102, 129; 
II, 135-36, 182-84, 346-47, 360-67, 376, 380-81. On 
types of consumption see ibid., II, 340-42, 346-55; 
on the importance of “economy,” pp. 368, 386-88. 
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How great, then, must be the mistake of 
those, who, on observing the obvious fact, that 
the production always equals the consumption, 
as it must necessarily do, since a thing cannot be 
consumed before it is produced, have confound- 
ed the cause with the effect, and laid it down as 
a maxim, that consumption originates produc- 
tion; therefore that frugality is directly adverse 
to public prosperity, and that the most useful 
citizen is the one who spends the most." 


Say did not object to mecessary unpro- 
ductive consumption, indicating that, 
because of the lowness of income and 
the urgency of human wants, the bulk 
of human consumption always had been 
and always must be of this character. 
But he did object to unproductive con- 
sumption, whether by individuals or by 
governments, which was unnecessary 
and which had the destruction of utility 
as its sole object; for it served merely to 
destroy resources which might otherwise 
be put to productive use. Of this sort, 
Say believed, was the consumption rec- 
ommended by the physiocrats.'™ 

It was unnecessary, Say observed fur- 


1% Traité (6th ed.), p. 459 (Prinsep’s trans.); 
(rst ed.), II, 358. In the first edition this quotation 
appears in a chapter (Book V, chap. iii) entitled, 
“Si un état s’enrichit par ses consommations.”’ Citing 
Mercier (op. cit., II, 138), Say remarked with respect 
to the physiocrats: “La consommation est la mesure 
de la reproduction, disaient-ils; c’est-a-dire: plus il se 
consomme, plus il se produit. Et, comme la produc- 
tion enrichit, on en a conclu qu’un état s’enrichissait 
par ses consommations, que l’épargne était directe- 
ment contraire a la prosperité publique, et que 
le plus utile citoyen, était celui qui dépensait le 
plus” (see Traité [1st ed.], II, 358-59). Say, who was 
hypercritical of Mercier and Mirabeau (ibid., I, 
xvi ff.; [6th ed.], pp. 24-27), distorts Mercier’s thesis 
which was merely the orthodox physiocratic theory 
of consumption and reproduction (see n. 176, above, 
on Mill’s use of Say’s citation). Say describes war as 
one of the worst forms of unproductive consumption 
(Traité [1st ed.], I, 357, 427). 


* Traité (6th ed.), pp. 459-60, 469-70, 543-44; 
(rst ed.), II, 356-57, 359-60, 366-67, 379-80, 395- 
407, 522; Cours, II, 206-15, 248 ff., 517 n., 558n.; 
Catéchisme, pp. 93-94. Say opposed sumptuary laws 
(Traité [1st ed.], I, 384-85). 














ther, to excite mankind to consume and 
thus, by subjecting them to the urgings 
of unsated wants, to endeavor to impel 
them to produce more. Such prompting 
assumed that it was as easy to increase 
production as to augment consumption; 
moreover, it tended to substitute unpro- 
ductive for productive consumption. It 
was equally unnecessary to hold down 
wage rates in order to actuate men to 
work longer hours, in order to satisfy a 
given budget of wants; for, since human 
wants multiply as fast as they can be 
satisfied, men are constantly pressed by 
them to maximize their efforts, output, 
and earnings." 


J. CONCLUSION 


The physiocrats concerned themselves 
with what arenow considered the two 
major objects of economic analysis—re- 
source allocation and the level of eco- 
nomic activity—indicating that these 
two economic categories are intercon- 
nected. The maximization of output, in 
their opinion, depended upon the pattern 
and the continuity of consumption and 
upon the employment of a sufficient pro- 
portion of a nation’s mobile resources in 
agriculture and other extractive indus- 
tries capable of yielding a net product. 
The nineteenth- and early twentieth- 
century writers, in consequence of their 
subscription to Say’s law of markets, 
practically removed one of these objects 
—the level of economic activity—from 
consideration and concentrated atten- 
tion upon the other—resource allocation 
and pricing. 

The physiocrats were responsible, in 
several respects, for the formulation of 
Say’s law, which could have been in- 


"93 The above argument appeared in the 1803 and 
later editions (see Traité [1st ed.], II, 376-78, 381-83; 
[6th ed.], pp. 462, 464; Cours, II, 210-11, 212). 
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ferred from their writings and which is 
substantially present in the work of 
Smith, who apparently was influenced 
by the physiocrats’ notions of circulation. 
The physiocrats looked upon money as 
essentially an intermediary, particularly 
in a healthy economy, and they empha- 
sized the fundamental role of goods and 
services in the circulatory scheme of the 
Tableau économique, thereby pointing to 
the real and nonpecuniary character of 
exchange, which was later stressed by 
Say. Second, the physiocrats emphasized 
the primacy of the consumption of agri- 
cultural produce, a thesis that was gen- 
eralized into the primacy of all consump- 
tion by Lauderdale and Spence, and thus 
provoked Say and Mill to enunciate their 
law which assigns primacy to production. 
The physiocrats’ emphasis upon the 
primacy of the consumption of agricul- 
tural produce issued out of their theory 
of net production, with its playing-down 
of nonagricultural economic activities, 
and out of the fact that the physiocrats 
lived in an unhealthy economy, in which, 
in their opinion, fiscal practices were de- 
priving agriculture of loan capital, caus- 
ing hoarding, depressing the level of de- 
mand for both agricultural and other 
products, and interrupting the circular 
flow of money and goods and services." 

Although Smith distinguished between 
productive and unproductive labor and 
indicated a preference for durable goods, 
he gave expression to the essence of Say’s 
law; for he viewed exchange as essential- 
ly barter and money as an instrument 
employed to facilitate exchange. He did 


194 It is likely that had the physiocrats lived at a 
time when banking facilities were better developed 
than in mid-eighteenth-century France, they would 
have put less stress upon their theory of hoarding 
and have emphasized, instead, factors causing fluc- 
tuations in monetary velocity and in the quantity of 
other than “hard” mediums of exchange. 
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not, therefore, apprehend the possibility 
of a general glut. Yet he failed to put 
Say’s law in terms of a simple formula, 
perhaps because he missed the full im- 
port of the physiocratic theory of cir- 
cular flow. 

Lauderdale substituted for the re- 
stricted productivity theories of Quesnay 
and Smith a generalized theory of pro- 
ductivity and for the physiocratic em- 
phasis upon the primacy of the consump- 
tion of agricultural produce, emphasis 
upon the primacy of consumption in 
general. Somewhat after the manner of 
the physiocrats and more explicitly, 
Lauderdale indicated that whatever part 
of the national income could not be in- 
vested must be spent upon consumer 
goods and services; else the level of eco- 
nomic activity would fall. He observed, 
furthermore, that the rate at which sav- 
ings could be absorbed, while not invari- 
able, was limited; hence, like some of the 
physiocrats, he noted the supposed dan- 
ger of too great frugality. Lauderdale 
assigned greater importance to money as 
such than did Quesnay and Smith, and 
he drew attention in much greater meas- 
ure than had his predecessors to the ad- 
verse effect of marked economic inequal- 
ity upon the level of economic activity 
and the rate of economic progress. 

Spence differed from the physiocrats 
in a number of respects, among them 
the following: (a) he looked upon manu- 
facturing as an expansive—albeit unpro- 
ductive—force; (6) he did not declare 
that a definite fraction of the national in- 
come must be spent upon agricultural 
products; and (c) he attached greater 
importance to the pecuniary aspects of 
fiscal policy. But he accepted much of 
the circulatory scheme of the physiocrats 
and made the level of economic activity 
depend upon spending by the landed 
proprietors. 
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Say’s formulation of his law of markets 
appears to have issued out of his desire 
to bring physiocracy to term and out of 
suggestions in the writings of Smith and 
the physiocrats. For the restricted phys- 
iocratic and Smithian theories of pro- 
ductivity he substituted a generalized 
theory of utility creation; but he distin- 
guished between unproductive and pro- 
ductive consumption, and he emphasized 
the importance of wealth accumulation, 
to which productive consumption alone 
gave rise. From Smith he took over the 
principle that all income received is 
promptly expended, productively or un- 
productively. From the physiocrats and 
possibly from Smith he adopted the idea 
that money performs only a momentary 
function in each exchange. From the 
physiocrats, too, he must have got a no- 
tion of circular flow. Perhaps as a result 
of Smith’s inspiration, Say generalized 
the physiocratic thesis—that men need 
not be spurred to produce by the prospect 
of obtaining manufactures—into the 
thesis that men need not be excited by 
luxuries, since wants multiply at least 
as fast as they can be supplied. Say was 
able, therefore, to direct two counter- 
principles against both the physiocratic 
thesis that consumption is primary and 
Lauderdale’s thesis that there could be 
too much saving: (a) since exchange con- 
sists essentially in bartering goods and 
services, the demand for goods is equiva- 
lent to their supply and increases with 
their supply; (4) consumption is always 
commensurate with production, since 
that portion of income received which 
is not devoted to unproductive consump- 
tion is expended upon productive con- 
sumption. Say thus supposed what the 
physiocrats had implicitly denied: that 
an economy is always in a healthy state. 
The physiocrats had evolved their theory 
to rehabilitate an economically sick 
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France. They probably would not have 
denied the essential truth of Say’s prin- 
ciples, given appropriate conditions, but 
they would have denied that these condi- 
tions were to be found in Bourbon 
France. 

Although Mill gave fuller expression in 
1808 to the law of markets than did Say 
in 1803, Mill seems to have built his law 
around the principle to which Say gave 
expression in 1803. Had Mill not be- 
come acquainted with Say’s principle, 
he might have developed the view he 
got from Smith—that men always spend, 
in one way or another, the income which 
they receive. As it was, Mill apparently 
took over from Say the distinction 
between productive and unproductive 
consumption and expanded somewhat 
Say’s fundamental thesis that, since 
exchange is resolvable into barter, de- 
mand is commensurate with supply. For 
Say’s views on these matters were such 
as would appeal to a disciple of Smith, 
and they were well suited to serve as a 
basis for a reply to the opinions of 
Spence and Lauderdale. Whence Mill 
incorporated Say’s views in his reply to 
Spence. What is important for the pres- 
ent discussion, however, is that the 
physiocratic thesis—that consumption 
is primary—provoked both Say and 
Mill to formulate the counterthesis. 
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In after years the law of markets be- 
came dominant, for not only did it pos- 
sess validity under appropriate circum- 
stances and serve to describe what was 
taking place, but it was also congenial 
to a climate of opinion which played 
down state interventionism and played 
up the sufficiency of economic individual- 
ism, the self-adjusting character of the 
economic system, and the capacity of 
that system to provide and absorb vast 
amounts of capital and improvements. 
The physiocratic contribution to the for- 
mulation of this law was forgotten at a 
time when it was directed against Mal- 
thus, Sismondi, Chalmers, and others 
who asserted that the circular flow of 
goods, services, and money is susceptible 
of interruption. Forgotten too, except by 
Marx, was the more important discovery 
by Quesnay that economic relations are 
resolvable into a circular flow, whose 
continuity is contingent upon the pres- 
ence of certain conditions. To these con- 
ditions—not, of course, the specific con- 
ditions which Quesnay would have enu- 
merated—the Keynesian analysis drew 
attention at the same time that it re- 
vealed, as several physiocrats had hinted, 
that an economy may come to rest at a 
prosperity level, or at a depression level, 
or at some intermediate level. 
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Ke ieee five parts of Professor Schumpe- 
ter’s volume really constitute three 
books, only slightly connected with one an- 
other. Part I, “The Marxian Doctrine,” 
which is an appraisal, not a systematic ex- 
position, of Marx’s work, is scarcely re- 
ferred to in the succeeding pages, and its 
content is not essential to the main story. 
Likewise, Part V, “A Historical Sketch of 
Socialist Parties,” is really a separate story. 
The heart of the book is in Parts II-IV, 
which deal with the prospects for the surviv- 
al of capitalism, the comparative merits of 
Capitalism and socialism, and the relation 
between socialism and democracy. 

These are the most fundamental ques- 
tions which confront the postwar world, 
and in many countries they press for im- 
mediate decision. Schumpeter’s treatment 
of them is commensurate with their impor- 
tance. It cuts through to fundamental is- 
sues and deals with them boldly. It is both 
erudite and analytical without being tedi- 
ous, and it contains many passages that are 
positively brilliant, both in the originality 
of the thought and in the flexibility of the 
presentation. 

On the other hand, the frequent omission 
of essential steps in the argument weakens 
the force of the author’s conclusions, There 
is a striking lack of balance. Some points 
are supported by a wealth both of historical 
allusion and of analysis, while equally im- 
portant points are disposed of by dictum or 
enigmatic allusion. This makes the book the 
more interesting; the reader feels through- 
out that Schumpeter is talking about things 


* Joseph A. Schumpeter, Capitalism, Socialism, 
and Democracy (New York: Harper & Bros., 1942). 
Pp. x+381. $3.50. So belated a review may be 
justified in view of the number of countries that are 
now reconsidering their political and economic 
structures and the direct bearing of the contents of 
the book on the choices that are being made. 


in which he has a real interest and about 
which he has something to say. In a few 
cases this imbalance goes to the point of 
drawing conclusions that counter the facts 
and the arguments upon which they purport 
to be based. An elaborate and convincing 
analysis is brushed aside as irrelevant (with- 
out any explanation of its irrelevance) or 
countered by a cryptic statement that 
these considerations are outweighed by 
others, which are never specified. 

A case in point is the appraisal of Marx’s 
work in Part I. The gist of these chapters is 
that Marx was wrong on almost every point 
where it was possible for him to be wrong, 
particularly on the points which constitute 
the core of Marxism, yet he was a great 
economist, a great sociologist, and a great 
prophet. In “Marx the Sociologist” Schum- 
peter demolishes one of the central Marxian 
doctrines of social theory—the class strug- 
gle—and devitalizes the other—the eco- 
nomic interpretation of history. In “Marx 
the Economist” he dismisses the doctrine 
of surplus value as untenable on Marx’s own 
assumptions and inapplicable to the facts 
of economic life. In “Marx the Teacher” he 
shows that the Marxian theory of imperial- 
ism is a falsification of history and the doc- 
trine of the increasing misery of the working 
class completely unrealistic even as to 
Marx’s own times, to say nothing of later 
decades as to which its falsity has become 
apparent even to most Marxians. Marx 
failed to establish the doctrine that the 
capitalist economy will inevitably break 
down for purely economic reasons; and, 
even if he had been right on this point, he 
failed to show that socialism was the form 
of organization that would succeed capi- 
talism. 

In spite of all these indictments, Schum- 
peter extols Marx’s contribution to social 
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thinking. In part this is because of his own 
taste for prophecy, for though Marx’s most 
important prophecies (except the coming 
of “big business”) remain unfulfilled, they 
coincide roughly with Schumpeter’s own 
present anticipations. On more specific 
points, Schumpeter’s grounds for the glori- 
fication of Marx do not stand close reading. 
He pulls out of Marx’s writings only two 
real contributions to an understanding of 
social processes. One is the conclusion, 
based on scattered sentences, that Marx 
perceived the existence of a business cycle— 
Schumpeter does not claim that his ex- 
planation of it makes any sense. The other 
contribution is “the one truly great achieve- 
ment” that through all that is faulty and 
unscientific in Marx’s analysis there runs a 
fundamental idea that is neither—the idea 
of a theory, not merely of an indefinite num- 
ber of disjointed individual patterns, but of 
the actual sequence of those patterns as 
constituting an economic process which 
produces at every instant a state which of 
itself determines the next one. “Thus the au- 
thor of so many misconceptions was also 
the first to visualize what even at the pres- 
ent time is still the economic theory of the 
future.” “Marx does not succeed in inte- 
tegrating history, economics and sociology, 
but in failing he establishes both a goal and 
a method.” This, of course, is rank exag- 
geration. Marx was not the first or the sec- 
ond to undertake a constructive philosophy 
of history or to conceive of the social struc- 
tures of one era as the outgrowth of the pre- 
ceding era. It is not necessary to argue how 
far Marx was indebted to Hegel, for Polyb- 
ius struggled with the same problem, and 
so did St. Augustine and Guizot. 

Beyond these two points, Schumpeter’s 
appraisal of Marx as a great economist and 
a great sociologist boils down to two claims: 
first, that, though Marx was often hopeless- 
ly wrong, his critics were far from being al- 
ways right (by this criterion halos are a 
dime a dozen) and, second, that he made 
contributions both critical and positive to a 
great many individual problems which “in 


a sketch like this it is not possible to enu- 
merate.’” 

It is understandable that the rank and 
file of socialists can admire the force and 
grandeur of the Marxian synthesis and over- 
look the fatal shortcomings of its component 
parts. Marxism is a religion, and religious 
leadership has never been dependent on the 
historical or scientific attainments of the 
prophet. Faith thrives on lack of under- 
standing. But this will hardly do for a 
critic as acute as Schumpeter. 

An even more striking illustration of 
Schumpeter’s tendency to dissociate his 
conclusions from the underlying argument 
is found in Part II, “Can Capitalism Sur- 
vive?” The gist of this essay is that Marx’s 
modern disciples are wrong on all the points 
that they are accustomed to make against 
capitalism and for socialism, yet they are 
right not only as prophets but as advocates. 
Through sixty pages, capitalism is extolled 
for both its economic and its cultural 
achievements, and then these achievements 
are dismissed as immaterial, not only for 
forecasting capitalism’s life-expectancy but 
also for deciding whether we should mourn 
or rejoice when it dies. 

It is argued, first, that, as a system of or- 
ganizing economic activity, capitalism has 
been even more satisfactory in the past than 
most of its ardent defenders claim but that 
social and economic conditions which have 
appeared as the result of the successes—not 
the defects—of capitalism have made it an 
anachronism. The eulogy of historic capi- 
talism starts with a survey of the material 
progress made during the capitalist era, 
which is shown to be one of the most im- 
pressive performances in human history 
(chap. v). Next follows an analysis of the 
roles played by competition and by monop- 

* The only ones mentioned are his treatment of 
the business cycle, admittedly unsound, and the 
fact that his work “improved our theory of the 
structure of physical capital.” The latter refers to 
his replacement of Ricardo’s distinction between 
“fixed” and “circulating” capital by the distinction 
between “constant” and “variable” (wage) capital, 
and “many other contributions to the theory of 
capital,” not specified (p. 26). 
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oly, with particular reference to the cur- 
rent doctrine that the intrusion of monop- 
oly elements into economic life accounts for 
the shortcomings of capitalism (chaps. vi- 
viii). In Schumpeter’s view, monopoly and 
oligopoly are not the villains of the play; in 
fact, they are responsible for much of the 
glory of capitalism. This is partly because 
large-scale organization economizes brains 
but, more important, because monopoly 
power is a stabilizing element protecting the 
economy from the “perennial gale” of 
technological progress. 

Much of this argument hinges on the 
author’s well-known views as to the primary 
significance of innovation, the process of 
“creative destruction.”” The competition 
that counts, for Schumpeter, is not the com- 
petition of individual units striving to sup- 
plant one another in a static economy but 
the competition from the new commodity, 
the new technology, the new source of sup- 
ply, and the new type of organization, 
which strikes not at the margins of profits 
of existing firms but at their very founda- 
tions (p. 84). Monopoly, which is always 
unstable, furnishes insurance against the 
risks of long-range investing under these 
rapidly changing conditions. Society gains 
more from this stimulus to investment than 
it loses by the failure of quasi-monopolists 
to produce at any given time the maximum 
that could be produced with the existing 
capital equipment.‘ Rigid prices—the black 
sheep of the neoclassical economist—are 
dismissed as irrelevant, because there are no 
major instances of long-run rigidity of 
prices (p. 93) and because cyclical rigidity 
does more good by softening the impact of 
depression on the investor than it does harm 


3“American agriculture, English coal mining, 
and the English textile industry cost consumers 
much more than they would if controlled, each of 
them, by a dozen good brains” (p. 106). 


4Schumpeter’s interest in investment has noth- 
ing to do with the present-day emphasis of economic 
theory on investment as an outlet for savings. It 
involves the classical concept of investment as the 
expenditure of income to increase productive capac- 
ity and improve productive methods. 
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by preventing such expansion of output as 
might be attained through price-cutting. 

Schumpeter has no use for the doctrine 
that the conservation of capital, as the chief 
aim of big business management, checks 
cost-reducing improvements. Conservation 
of capital means nothing but maximizing 
profits, and profits are maximized by in- 
troducing technological devices as rapidly as 
they would be introduced in a properly 
managed socialist state. For both the capi- 
talist and the socialist manager, bygones 
are bygones so far as the sunk costs are con- 
cerned, but aggregate future costs under 
the new method must be compared with the 
future costs of keeping old machines in use 
until they are worn out. Looking to the 
future, the prospect of new inventions is a 
factor entering into a decision as to whether 
to make investments embodying the pres- 
ent technique; but this factor would have 
the same consequences in a rational socialis- 
tic management as in a rational capitalistic 
management. Monopoly price is higher, and, 
monopoly output smaller, than competitive 
price and competitive output with the same 
techniques and the same investment; but 
the methods available to the monopolist are 
superior to those available to a crowd of 
competitors, and the stock of capital at 
any time is higher than it would be if there 
had been no monopoly in the past. 

This discussion is Schumpeter at his best. 
The points he makes are generally over- 
looked in current discussion and are basical- 
ly sound. They do not necessarily support 
his conclusion, for the evaluation of monop- 
oly requires a quantitative estimate of its 
favorable and unfavorable effects balanced 
against one another. Schumpeter contrib- 
utes nothing but his own mature opinion as 
to which set of factors is quantitatively more 
important. I do not know that anyone could 
do more, for the facts are not of statistical 
record. If Schumpeter is right, however, 
that the gains through a stimulus to invest- 
ment far outweigh the losses resulting from 
restriction of use of current investment, 
there is still to be chalked up against monop- 
oly a heavy political debit. Uncontrolled 
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monopolies may destroy democratic free- 
dom, while successful control of monopolies 
threatens an overgrowth of governmental 
power. As Schumpeter points out elsewhere, 
monopolies are the indispensable forerun- 
ner of a peaceful socialist revolution. But he 
does not consider this a debit item. 

Schumpeter rejects the idea that the ob- 
served performance of capitalism may be 
accounted for by exceptional external cir- 
cumstances which would have asserted 
themselves in any institutional pattern. 
Political conditions were very favorable 
to private investment from 1870 to 1914, 
but these conditions were themselves in 
large part the result of capitalistic forces. 
Wars were not a major factor, and the favor- 
able gold situation was of minor importance. 
The increase in population was really un- 
favorable to man-year productivity, be- 
cause, other things being equal, a given 
number of gainfully employed people will 
produce less per laborer than would a small- 
er number, whatever the social organization; 
hence the increase in output per capita 
actually understates capitalist performance. 
New land was favorable to productivity; 
but, since the opening-up of new areas was 
possible only because of progress in trans- 
portation, power generation, and agricul- 
tural machinery, it was part and parcel of 
capitalist achievement, not an outside fac- 
tor facilitating it. Likewise, technological 
progress and the expansion of industrial 
output were practically the same thing. 

This argument leads into a destructive 
analysis of the current doctrine of the 
vanishing of investment opportunity (chap. 
x). All the factors which lead up to current 
pessimism about outlets for savings are 
brushed aside—declining increase of popu- 
lation, exhaustion of the frontier, saturation 
of the market for capital goods, and the 
tendency of technological methods to be- 
come increasingly capital-saving. Each of 
these is shown (in the reviewer’s judgment, 
effectively) to be either irrelevant or simply 
not so. 

In chapter xi, “The Civilization of Capi- 
talism,” Schumpeter’s attention shifts from 


the economic tothe sociological consequences 
of capitalism. Here also the story is alto- 
gether complimentary to the capitalist sys- 
tem. The outstanding intellectual charac- 
teristic of capitalism is the principle of 
spreading rationality, which, “quite illogi- 
cally,” while weakening the fear of God, has 
strengthened interest in the betterment of 
mankind. Personal freedom, an uncensored 
press, toleration of mortal enemies of the 
leading classes, sympathy with real and 
fancied sufferings, pacifism, and interna- 
tional morality are all direct products of 
capitalism. 

Thus the whole picture both on the eco- 
nomic and on the cultural side is overwhelm- 
ingly favorable to capitalism. But then fol- 
lows a characteristic non sequitur. He says: 


As regards the economic performance, it 
does not follow that men are “happier” or 
even “better off” in the industrial society of 
today than they were in a medieval manor. 
And as regards the cultural performance one 
may accept all that has been said and yet hate 
its utilitarianism and wholesale destruction of 
Meanings. Although there is a type of radical 
whose adverse verdict rests on nothing but 
stupidity, ignorance or irresponsibility, a com- 
pletely adverse verdict may be arrived at on a 
higher plane. 


Such a startling rejection of the obvious 
conclusions from the argument of the pre- 
ceding pages arouses expectation of an 
equally profuse and penetrating presenta- 
tion of the joys of medievalism, inefficiency, 
intolerance, inhumanity, militarism, and 
international immorality. But nothing of 
the sort is given us. The destruction of 
Meanings remains meaningless. The whole 
passage is either a bald denial of rationality 
in the conduct of human affairs or a purely 
aesthetic judgment with the aesthetic cri- 
teria unrevealed. 

The next three chapters analyze the in- 
tellectual, economic, and political factors 
which are undermining the hold of the 
capitalist economic system and the bour- 
geois standards of judgment upon the pub- 
lic mind. To a considerable extent the argu- 
ment hinges on the obsolescence of the pri- 
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mary functions of the entrepreneur and on 
the effect of universal education in creating 
an economic oversupply of intellectuals. 
Other factors include the political incapacity 
of the bourgeois class,’ the weakening of the 
respect for private property which has fol- 
lowed the decay of theism, and the creation 
of big business units with absentee owner- 
ship. Importance is also attached to the 
decay of the bourgeois family and of stand- 
ards of living that require huge wealth to 
support them. In spite of much seeming ex- 
aggeration, these chapters are profoundly 
educative and, to those who value human 
freedom, highly disturbing. 

Part III, “Can Socialism Work?” is writ- 
ten around a definition of socialist society 
as “an institutional pattern in which con- 
trol over means of production and over 
production itself is vested in a central au- 
thority.” This, it will be noted, is a very 
specialized definition, relating only to the 
mechanics of production. It contains no 
reference to the choice between democratic 
and autocratic implementation of the “con- 


trol over means of production,” or to equali- 
tarianism, or freedom, or, indeed, to any of 


5’ Schumpeter argues that bourgeois democracy 
has succeeded as a system of government only be- 
cause it has had the political services of a social 
class of nonbourgeois origin, which has “ruled the 
roost,” both in civil government and in military 
affairs (p. 136). He does not, however, answer the 
question as to whether a socialist state can expect 
to be better or worse supplied with such political 
leadership. The point is developed at great length, 
mostly by assertion rather than by illustration. In 
the reviewer’s judgment, this proposition involves 
a degree of exaggeration verging on the preposterous. 
It has no application to the North and the West in 
the United States, to Canada, Australia, Italy, or 
Switzerland. It has very little application to France 
or the Low Countries. In fact, the only political 
classes which can be cited seriously in support of 
Schumpeter’s sweeping statements are the British 
landed aristocracy, the Prussian Junkers, and the 
slaveholding aristocracy of our own old South. Even 
of these groups only the last-mentioned, which was 
not of feudal origin, had a monopoly of political 
power. And in England such leaders as Gladstone, 
Disraeli, and Peel are notable exceptions to his 
generalization. In the newer countries, at least, there 
simply are no such social classes as the “bourgeoisie”’ 
and the “feudal aristocracy.” 
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the aims toward which control of production 
is to be directed. It excludes guild socialism, 
syndicalism, and industrial democracy but 
covers any totalitarian scheme of organizing 
economic life. Italian fascism fits the defi- 
nition almost as well as does the Soviet sys- 
tem. 

Second, the discussion relates entirely to 
a “blueprint” and rarely discusses the prob- 
ability that this or that feature of the blue- 
print would, in fact, be incorporated into a 
working socialistic order. The final balance 
that is struck between capitalism and so- 
cialism is, therefore, a comparison of in- 
comparables. The “capitalism” reviewed is 
a going system with the faults and the 
merits which it has acquired in a century 
and a half of progress. The socialism that is 
compared with it is the product of reason 
and imagination, not of history. Such a 
comparison can have only one outcome, for 
almost any favorable feature of capitalism 
can be included in the socialist plan and any 
unfavorable feature excluded from it, by 
drawing the blueprint in that way. 

The conclusion is that the socialist central 
authority could determine the course of! 
production, the allocation of labor and ma- 
terials, and the method of distribution, so as 
to give pretty much the same result as would 
be given by an “unfettered” capitalism, but 
with some definite gains. The principal gain 
would arise from the elimination of one im- 
portant class of uncertainties that sur- 
round every decision of a successful business 
leader, namely, the uncertainty as to how 
his actual and potential competitors are 
going to behave. Although Schumpeter 
must know how imperfectly the Army, in 
peacetime, co-operates with the Navy, 
State Department with Treasury, Interio* 
with Agriculture, and how much dust th 
can throw in one another’s eyes for po 
competitive reasons, he alleges that “the 
managements of socialist industries would 
be in a position to know exactly what the 
other fellows propose to do.” In Schum- 
peter’s judgment this dubious point alont 
proves that the problem of management 
will be easier than that which now confronts 
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private business enterprise The criteria of 
allocation of resources could be much the 
same as they are at the present time. Prices 
of consumer goods could be used to deter- 
mine what goods are wanted by the com- 
munity. Prices of capital goods and other 
cost elements could be used to test the per- 
formance of plant managers, sales realiza- 
tion being balanced against costs in capital- 
ist fashion. Premium payments for differ- 
ent kinds and amounts of labor are offered 
as one alternative for allocating labor to its 
proper tasks, the other alternative being 
direct assignment after the fashion of an 
army. 

The elimination of depressions is implied 
in what was said above as to the reduction 
of uncertainty. There would be no involun- 
tary unemployment. There could be a 
higher degree of specialization, since no one 
would have to be at the same time an engi- 
neer, a salesman, and an organizer, though 
Schumpeter concedes that “obvious con- 
siderations will not allow us to entertain 
high hopes on that score.” A minor advan- 
tage claimed is that improvements “would 
neet with less resistance in spreading from 
firm to firm.” I find it hard to reconcile this 
conclusion with Schumpeter’s emphasis 
tlsewhere on the pressure of innovation in a 
capitalist economy. Would the “perennial 
gale” gain added momentum with competi- 
tion eliminated? 

Another gain is anticipated from elim- 
mination of the friction between industry 
and government. Much of the time of gov- 
emment officials now goes into control of 
business and much of the energy of business 
diganizations into planning compliance or 
evasion and into the exercise.of influence 
over the agencies of control. The saving of 
the work of private lawyers “is not satis- 
factorily measured by the fees of the lawyers 
who are thus engaged. This is inconsider- 
able, but not inconsiderable is the social loss 
from such unproductive employment of 
many of the best brains.’ 


*We are not told, however, why the fees of 
lawyers are not a proper measure of the opportunity 
cost of their services. Under the general logic of the 
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Finally, socialism would avoid the loss 
which results, in the present divided state 
of opinion, from the constant nibbling-away 
by government of the incentives of industry 
to be productive and efficient. “Modern 
capitalism relies on the profit principle for 
its daily bread yet refuses to allow it to pre- 
vail. No such conflict would exist in so- 
cialist society” (p. 198). 

Two striking omissions in the appraisal 
of socialism seem to the reviewer more 
serious than any difference of opinion as to 
what is actually said. The first of these re- 
lates to the size and character of the nation- 
al socialist units and the relations between 
them. The state is taken for granted as the 
top authority in matters economic, but 
nothing is said as to whether the size, 
ethnic composition, and economic structure 
of states would be any more rational than 
at present. The letter of the author’s defi- 
nition of socialism calls for a single world 
state, but scattered references indicate that 
this is not his meaning. Apparently social- 
ism is expected to inherit the existing inter- 
national structure. This means wide varia- 
tion from state to state in the degree of de- 
pendence on international trade and the 
hazards of aggression by neighbors. Gen- 
eralizations as to what a socialist state could 
do should be qualified by consideration of 
the degree of economic self-sufficiency of the 
individual state. Of course, in a socialist 
world order, as in the world of today, the 
managements of states with complementary 
economies might form mergers after the 
pattern of corporate practice, but the so- 
cialist states would be no more likely to 
form such mergers than are capitalistic 
states. 

Nothing is said as to tariff barriers, in- 
ternational commercial policies, or inter- 
national monetary arrangements. A series 
of socialistic states, however, would clearly 
have the same real or fancied incentives to 


pricing system (which Schumpeter accepts) this 
would seem to be the best measure of the social loss. 
Having rejected the Marxian doctrine ef exploita- 
tion of labor, Schumpeter here revives it as to cor- 
poration lawyers! 
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pursue policies of economic nationalism as 
do capitalistic states in the present order. 
The blueprint might indeed be drawn to 
provide for a regime of complete interna- 
tional division of labor and international 
co-operation in the exchange of technologi- 
cal information and the supply of capital to 
backward regions. But the introduction of 
the socialist order of itself would do nothing 
to eradicate the popular delusions that have 
governed international economic relations 
throughout the capitalistic era. 

It follows that the present incentives to 
military aggrandizement would persist in 
the new order. Indeed, in line with the argu- 
ment in chapter xi, the decay of the bour- 
geois mentality would remove the chief 
force which has operated historically in the 
direction of international peace (pp. 128- 
29). Moreover, sources of international 
friction would be increased, because many 
incidents which now affect only the relations 
of individuals or firms in different countries 
would become matters of national honor. 
And the more absolute the power of the 
Chief Comrade, the greater the damage to 
pride and prestige that could result from an 
“international incident.” 

This brings up the second omission, the 
method of selection of the responsible au- 
thorities who will direct the socialist econ- 
omy. Schumpeter argues convincingly that 
the business process operates to eliminate 
the unfit more certainly and quickly than 
does the political process, but he does not 
appraise the loss of efficiency that would re- 
sult from the substitution of political for 
economic selection. Instead, he suggests a 
separation of the political arm of govern- 
ment from the economic administration. A 
political hierarchy would be responsible for 
a few major decisions, such as the scale of 
investment, the size of the military estab- 
lishment, the income scheme, and the policy 
concerning useful services which the com- 
rades do not want to pay for. This political 
hierarchy might be selected on a democratic 
electoral plan, though Schumpeter doubts 
whether it would be. But much more impor- 
tant is the selection of the top economic bu- 
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reaucracy, who will not be subject to re- 
moval or to much control by the political 
authority. How will they be selected, and, 
more important, how will they be got rid 
of? Will the socialist state appraise their 
performance by better standards than we 
now apply to the work of those who frame 
our tarift policies, river and harbor develop- 
ments, public land policies, or the peace- 
time administration of armies and navies? 
Dead wood in administrative office is a 
problem for the stockholders of big-scale 
business, in spite of the pressure of inter- 
industry competition and the perennial gale; 
it would seem to be much more difficult in 
the socialist state. 

The political difficulties become more 
serious as soon as we envisage the probabil- 
ity that the socialist state may be militaris- 
tic. Decisions as to military ventures, im- 
perialistic or defensive, must perforce be- 
long to the political rather than the econom- 
ic sphere. The more powerful the central 
government, the greater is the lure of con- 
quest. And the military is as indifferent to 
considerations of long-run maximum pro- 
ductivity as it is to considerations of private 
profit. 

It is, in fact, the political rather than the 
economic implications of capitalism and so- 
cialism that are most significant fora ra- 
tional choice between them. When possible 
economic gains are balanced against pos- 
sible economic losses, the net result cannot 
be forecast with confidence. (Schumpeter 
appraises the result in terms only of the 
gains.) But the economic gain or loss pales 
into insignificance beside the possible con- 
sequences of a wrong choice as reflected in 
militarism or pacifism, tolerance or intoler- 
ance, and the future of the traditional free- 
doms of the press, of speech, of religion, and 
of choice of occupation and place of resi- 
dence. 

To this issue, foreshadowed in the “cul- 
tural implications of socialism,” Schumpeter 
returns at the close of Part IV (pp. 296-302). 
He is evasive here, more so than at any 
other point; but his conclusions cannot be 
mistaken. Historically, he points out, mod- 
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ern democracy rose along with capitalism 
and in causal dependence upon it, and the 
passing of capitalism will bring it into jeop- 
ardy. At best, democracy will lose some of 
the features for which we value it most. 
Capitalist society is well qualified for demo- 
cratic control because it reduces the sphere 
of political decision to manageable propor- 
tions; socialism will magnify that sphere. 
Bourgeois democracy has stressed equality, 
personal liberty, and toleration as no other 
system of government has ever done, be- 
cause under a capitalist organization the 
issues on which parties divide are not so 
vital as to force the victors to stamp out the 
vanquished by strong measures. 

All Schumpeter has to say directly about 
the role of democracy in a socialist state is 
compressed into two pages (301-2) and 
amounts to saying that democracy cannot 
be expected to function in any state, social- 
ist or democratic, unless the vast majority 
of the people are substantially agreed on 
the fundamentals of their institutional 
structure. At present, he says, the latter 
condition is not fulfilled (a characteristic 
exaggeration as far as the United States is 
concerned). If socialism comes in over a 
strong antisocialist opposition, democracy 
will fall by the wayside. If it comes in on a 
wave of revolutionary enthusiasm sufficient 
to remove this rift, the remaining antago- 
nisms will be of the kind with which the 
democratic method is well able to cope. 
They will be decreased by the elimination 
of clashing capital interests.’ Political life 
would be purified. “There would be no 
silver men” (p. 302). 

Schumpeter concedes, however, that 
there is no good reason to believe that de- 
mocracy would long outlive capitalism, even 
if everyone turned socialist. After all, he 


7 Considering that agriculture is to be left in 
private hands and that provision is made for 
differentiation in labor returns substantially equiva- 
lent to the present wage differentials, considering 
also the extent to which clashes and jealousies 
develop between different departments of a govern- 
ment no more complex than our own, Schumpeter 
seemes overoptimistic on this point. 


concedes, effective management of the so- 
cialist economy means dictatorship, not of 
but over the proletariat in the factory. “The 
task of keeping the democratic course may 
prove to be extremely delicate.” Govern- 
ments which have the future of the nation 
at heart “may avail themselves of the dis- 
cipline of the factory to restrict the sover- 
eignty of the electorate.” In any case, “that 
democracy will not mean increased personal 
freedom.” 

The prospective loss of freedom and the 
suppression of dissent seem to impress 
Schumpeter as matters of little importance. 
To the reviewer they seem vastly more im- 
portant than the gains of productivity 
which might result from elimination of 
competitive wastes and the absorption of 
unemployment, when these are offset 
against the impairment of the capitalistic 
incentives to progress. A state without de- 
mocracy, whether socialist or not, means a 
state in which the individual has no rights 
against his government, in which censorship 
of press and radio and government monop- 
oly of propaganda can cover up all manner 
of abuse, and in which a group once in power 
can make itself almost impregnable. Social- 
ism without democracy carries with it none 
of the beneficent implications that custom- 
arily surround the “social” concept. “Totali- 
tarianism” is a better word for what Schum- 
peter is talking about. 

Schumpeter’s position with regard to the 
cultural implications of socialism is highly 
ambiguous. At one point he intimates that 
the socialist organization could allocate re- 
sources to consumptive ends better than the 
market does, not because the market fails to 
give people what they want but because a 
socialist organization could give them what 
they ought to want. Conceding that there 
is no more democratic institution than a 
market, he says: “But this maximum is only 
a short-run one and, moreover, is relative to 
the actual desires of the comrades as they 
are felt at the moment. Only outright beef- 
steak socialism can be content with a goal 
such as this.” But the difference between 
“desires” and “actual desires felt at the 
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moment” is never clarified. The “higher 
goal” is never stated, nor is there any calcu- 
lus of probability that the higher goal would 
be the actual goal. All that is clear is that 
the new calculus will reject the democracy 
of the market. “They may still let the com- 
rades choose as they like between peas and 
beans. They may well hesitate as to milk 
and whisky and as to drugs and improve- 
ment of housing. And they will not allow 
comrades to choose between loafing and 
temples—if the latter be allowed to stand 
for what Germans inelegantly but tellingly 
call objective [manifestations of] culture” 
(p. 184). But what the “temples” are to 
look like and, more important, who are 
“they” who are to guide the comrades, 
willy-nilly, into higher forms of consumption 
we are not told. 

At an earlier point (p. 170) the indeter- 
minateness of the goal is definitely asserted: 


A society may be fully and truly socialist and 
yet be led by an absolute ruler or be organized 
in the most democratic of all possible ways; 
it may be aristocratic or proletarian; it may be 
a theocracy and hierarchic or atheist or in- 
different as to religion; it may be much more 
strictly disciplined than men are in a modern 
army or completely lacking in discipline; it may 
be ascetic or eudemonist in spirit; energetic 
or slack; thinking only of the future or only of 
the day; warlike and nationalist or peaceful 
and internationalist; equalitarian or the oppo- 
site; it may have the ethics of lords or the ethics 
of slaves; its art may be subjective or objective; 
its forms of life individualistic or standardized; 
and—what for some of us would by itself suffice 
to command our allegiance or to arouse our 
contempt—it may breed from its supernormal 
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or from its subnormal stock and produce 
supermen or submen accordingly. 


All this is perfectly true so far as the me- 
chanics of socialism are concerned, and the 
mechanics are all that the author’s defini- 
tion of socialism covers. In fact, however, it 
is not conceivable that a socialistic organi- 
zation of any size could work in some of the 
ways implied in the statement just quoted. 
It could not be completely lacking in dis- 
cipline, its forms of life could hardly be 
other than standardized, and it could not 
be organized in the most democratic of all 
possible ways. 

Schumpeter’s indeterminateness is itself 
highly indeterminate, for this sweeping 
statement of indeterminateness follows di- 
rectly on its exact opposite: “We will keep 
in mind that socialism aims at higher goals 
than full bellies....it means a new cul- 
tural world ....one might conceivably be 
a fervent socialist even though believing 
that the socialist arrangement is likely to 
be inferior as to economic performance. 
Hence no merely économic argument for or 
against can ever be decisive 
Schumpeter at his worst. On the one hand, 
the economic argument is to be rejected be- 
cause the cultural implications outweigh it; 
on the other hand, the cultural implications 
are entirely unknown, and, if they were 
known, we have no standard for appraising 
their worth-whileness. Appraisal that runs 
in such terms as these is wholly futile and 
reduces the central message of the book to 
mere forecasting. 
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DEFICIENCIES IN THE GROSS-NATIONAL-PRODUCT 
CONCEPT AS A NATIONAL MEASURE 


JOSEPH MAYER 


shift from the national-income to the 
gross-national-product concept was made 
necessary by the exigencies of all-out war 
and that the unprecedented expansion in 
government expenditures since 1940 ren- 
dered the traditional national-income ag- 
gregate inadequate as a proper base of com- 
parison. There is some merit to this conten- 
tion if government expenditures are taken 
more or less at face value and comparisons 
are kept on a nominal money plane. Yet, 
even here, proper adjustments in the statis- 
tics of public expenditures would have 
rendered the use of the gross-national- 
product aggregate less necessary. Certain 
adjustments had to be made anyhow to put 
public expenditures on a strictly current 
basis. 

More important than this, however, are 
two fundamental reasons why the gross- 
national-product concept would seem to be 
a defective national measure. The first rea- 
son—that it contains certain avoidable du- 
plications—has already been analyzed by 
the present writer elsewhere.‘ The second 
reason, which will be analyzed here, is that 
gross national product in physical terms 
contains two major segments that are non- 
comparable for the very years (during the 
present war) for which the new measure of 
the Department of Commerce was par- 
ticularly devised. In addition, any attempt 
in physical terms to link so-called “gross 
national product” for the war years with 
prewar or postwar years would appear to be 
completely untenable.’ 


*See Joseph Mayer, Postwar National Income: 
Its Probable Magnitude (Washington: Brookings 
Institution, 1944), pp. 14-17. 

* Other uses—for measuring particular segments 
of the economy at market prices—are not in dispute 
and are not considered here. 


I Is at present widely contended that a 


THE F.R.B. INDEX OF INDUSTRIAL 
PRODUCTION DURING THE WAR 


Nothing has probably served more to 
give plausibility to such untenable use than 
the Federal Reserve Board’s monthly index 
of industrial production for the war years, 
as a continuation of its peacetime index ex- 
tending back to 1919. This index does not 
cover the entire econemy. It is limited to the 
fields of minerals and manufactured prod- 
ucts. But these are precisely the fields in 
which the war materially changed the char- 
acter of much of the physical output. Dur- 
ing the peacetime years between the last 
war and this one, the Federal Reserve index 
of industrial production achieved a wide 
use. Revised from time to time as relatively 
slow peacetime changes brought in new 
commodities and eliminated a few of the 
old ones, the index came to be looked upon 
as reliable and up to date. It was probably 
natural, therefore, for most people to ac- 
cept its extension into the war years as a 
matter of course. Little attention was paid 
when armament data were introduced in 
1940 and 1941. But soon after the drastic 
revisions of the index in October, 1943, 
which raised the presumptive level of cur- 
rent output very materially, objections 
began to be heard. Special studies of war- 
time output were undertaken, one promi- 
nent investigation arriving at substantially 
different results (in the estimates given 
preference by the investigator) from those 
of the Federal Reserve Board.’ 

The basic difficulty in attempting to 
link war goods with peacetime output is 
now fairly well understood—even though it 
is not always held clearly in mind. This 


3 See Simon Kuznets, National Product, War and 
Prewar (New York: National Bureau of Economic 
Research, 1944). 
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difficulty lies in the radically different na- 
ture of the war product and in our inability 
to compare it in physical terms with long- 
established and only slowly changing peace- 
time products. Take, for example, the auto- 
mobile industry—one of the most important 
industries to be converted to war produc- 
tion. In 1939 its output was mainly auto- 
mobiles and trucks; in 1943, ordnance, 
tanks, aircraft, etc. How many 1939 auto- 
mobiles are equal physically to one 1943 
bomber? We are, of course, dealing here 
with what are essentially noncomparables. 

We do know, however, the number of 
man-hours used in the automobile industry 
in 1939 and we also know that in 1943 there 
were more than twice as many man-hours 
employed in the same industry, although 
applied to quite a different group of prod- 
ucts. By making some assumption regard- 
ing physical output per man-hour or the 
“productivity factors” in 1943 as compared 
with 1939—say, that each man per hour 
turned out 4 per cent “more” in 1943—it 
might seem that some approximation to the 
relative physical output of the industry in 
1943 as compared with 1939 could be se- 
cured. This, in fact, was the approach 
adopted by the Federal Reserve Board in 
attempting to include war output with 
civilian output in its index of industrial 
production from 1940 on. 

Such a procedure was not entirely new. 
It had been used before, where a new peace- 
time product had to be introduced into the 
Board’s index. In slow peacetime changes a 
new product is always sufficiently similar 
to other products that estimates of output 
per man-hour can be reasonably calculated. 
But to apply the procedure to drastically 
different war products, involving sudden 
conversions of whole industries and rapid 
expansion and changes in the new output 
thereafter, is quite a different matter. Not 
only must arbitrary assumptions be made 
as to changes in output per man-hour— 
first, as the industry is rapidly converted to 
war production and, then, as it is expanded 
under the pressure of emergency war needs 
—but a radically changed system of cost- 
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price relationships must be taken into ac- 
count in dealing with the “value” of war 
goods which together with the market prices 
of civilian goods make up the “value” in 
current dollars of the so-called gross-nation- 
al-product aggregate. 


“PRODUCTIVITY FACTORS” ASSUMED 
IN EFFORTS TO LINK WAR GOODS 
WITH NONWAR GOODS 


With the Federal Reserve Board’s index 
the procedure here was limited to a very 
artificial choice of “productivity factors.” 
To illustrate again with the automobile in- 
dustry of 1939, the Federal Reserve Board 
assumed, first, that there was no drop at all 
in the “output” per man-hour in the radical 
shift from producing automobiles to pro- 
ducing war goods. Then the assumption was 
made that year after year during the war 
there has been an increase in output per 
man-hour, until by 1943 it was 4 per cent 
above the level of 1939. 

There are no facts whatever to back up 
this arbitrary choice of “productivity fac- 
tors” for the converted automobile indus- 
try, and the same situation applies to the 
productivity factors chosen by the Board 
for other industries engaged in war produc- 
tion. No attention seems to have been given 
by the Board to the important question of 
whether or not the automobile industry or 
any other industry converted mainly to 
war output, with the changing pressures of 
war and the ready and necessary expendi- 
ture of government funds, could possibly by 
1943 have attained anything like the effi- 
ciency level or output per man-hour which 
existed in the highly standardized and high- 
ly competitive automobile industry of 1939. 

Other sets of “productivity factors” 
might, of course, have been chosen by the 
Federal Reserve Board, and it might be 
argued that any set so chosen in an effort 
to link war output with peacetime output 
would be arbitrary. While one may agree 
with this contention in principle, the im- 
portant point here is that the productivity 
factors actually chosen by the Federal Re- 
serve Board were highly artificial and un- 
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realistic. To begin with, is it reasonable to 
assume that the exceedingly high output 
per man-hour achieved in the automobile 
industry by 1939 could have been trans- 
ferred unimpaired into a new area of manu- 
facturing operations under the emergency 
conditions that obtained? The automobile 
industry had been slowly developed over a 
period of more than thirty years. It had 
achieved mass production on a large scale 
under competitive pressures making for 
maximum efficiency at minimum costs. It 
has been urged that the same workmen and 
the same skills, the same managerial ability, 
the same highly developed processing and 
assembly-line techniques, the same efficient 
type of plant and equipment were all avail- 
able and were all used in the new war pro- 
duction. This is largely, though not entirely, 
true. But it should not be forgotten that in- 
stead of the manufacture of highly standard- 
ized products, such as the 1939 automobile, 
attention had to be given to products which 
were rapidly changing in character and 
which were being turned out under wartime 
necessity making for reduced efficiency at 
whatever costs it took to get the goods 
produced. 

Had it been merely a matter of turning 
from standardized automobiles and trucks 
to a group of likewise standardized aircraft, 
ordnance, and tanks, which after an ad- 
justment period would be put into mass 
production as rapidly as possible, there 
might conceivably have been no great loss 
in the shift to war production. Possibly 
then, in the course of several years, some- 
thing resembling the output per man-hour 
of the prewar automobile industry might 
have been attained. But even this did not 
happen. About as fast as one type of war 
plane or piece of ordnance was put under 
mass production, radically different types 
were called for. Some of the previous models 
were discontinued entirely, and under the 
tremendous pressures of the war it was not 
possible to give attention to the economies 
which peacetime processing under competi- 
tive conditions brings with it. 

The war necessitated hurry and yet pre- 


cision. What was wasted or spoiled was part 
of the cost. Under such circumstances it 
would have been a miracle indeed, if the 
output per man-hour in the war-converted 
automobile industry amounted by 1943 to 
anything near what the output per man- 
hour in physical terms was in 1939. It is true 
that there are no statistical devices for 
measuring the exact difference, but com- 
mon knowledge would seem to indicate that, 
everything considered, if the output per 
man-hour in the so-called automobile in- 
dustry making war goods in 1943 was 80 or 
go per cent of the output per man-hour of 
the automobile industry turning out stand- 
ardized automobiles in 1939, a notable 
achievement had occurred. 


The Department of Commerce, making 
use of unrealistic methods for the economy 
as a whole similar to those employed by the 
Federal Reserve Board for industrial pro- 
duction alone, arrived at an estimate of 
about 75 per cent increase in physical out- 
put between 1939 and 1943. In the special 
study by Simon Kuznets, which was spon- 
sored by the War Production Board, a more 
realistic set of “productivity factors” was 
assumed, with the result that only about a 
50 per cent increase in physical output was 
found. If we had a volume of 100 trillion 
units of physical output for the economy as 
a whole in 1939, we would for 1943 get 175 
trillion “units” with the Department of 
Commerce’s set of productivity factors and 
150 trillion “units” with the set of factors 
preferred by the War Production Board.‘ 


REAL GROSS NATIONAL PRODUCT— 
WAR, PREWAR, AND POSTWAR 


Considerable controversy has ensued as 
to which of the two above-mentioned levels 
of physical output for the American econ- 
omy as of 1943 should be regarded as cor- 
rect. At the same time, the essential issue 
continues to be obscured, namely, that in 
both instances arbitrary “production fac- 
tors” for war output during the war years 


4 Ibid., pp. 24-25; see also below, pp. 361-62. 
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had to be chosen. The real question is 
whether the F.R.B.—Commerce choice or 
the W.P.B. choice is the more realistic. 
When this issue is clearly joined, there 
would seem little doubt that the W.P.B. 
choice has much to commend it.s 

Milton Gilbert, as spokesman for the 
Department of Commerce point of view, 
endeavors to avoid the issue by stating that 
‘the problem is insoluble,” that “the diffi- 
culty of comparing incomparables” cannot 
be overcome, that no choice of “productiv- 
ity factors” to link war goods with civilian 
goods and war years with prewar years is 
satisfactory, that the Department of Com- 
merce in its so-called gross-national-product 
totals has not attempted to produce a con- 
tinuous series of real output covering both 
the prewar and war periods, that its “de- 
flations” are meant to apply to the war 
years only, and that “many fundamental 
uses....are met by the undeflated esti- 
mates.” 

That there are “many fundamental 
uses” for the undeflated gross-national- 
product totals, as distinguished from the 
national-income totals, may be disputed, 
but we are not interested in this question 
here. It is wholly beside the point of wheth- 
er the F.R.B.-Commerce method of linking 
war goods with peacetime goods even in the 
war years is as good as the W.P.B. method 
or some other method. Gilbert says that’ the 
problem is insoluble and that the difficulty 
of comparing incomparables cannot be 
overcome. Nevertheless, the Department of 
Commerce goes right ahead and makes 
such comparisons for the war years, and the 
F.R.B. not only does this but likewise links 
the war years with prewar years, and all 
the while both these government agencies 
continue the use of the same unrealistic 
“preductivity factors.” 

Gilbert specifically disavows any ap- 
plicability to the postwar period of the De- 
partment of Commerce’s war-period com- 

5See New York Times, editorials and “Letters 
to the Editor,”’ April 17, May 4, and May 22, 1944. 


6 “National Product, War and Prewar,” Review 
of Economic Statistics, August, 1944, pp. 109-18. 


parisons between war goods and peacetime 
goods. For that, he says, he prefers the 


method used by Morris Livingston in 
Markets after the War. But there “produc- 
tivity factors” are also used, although in 
another guise, it being again uncritically as- 
sumed that man-hours kept right on getting 
more and more productive year after year 
during the war period, despite the unprec- 
edented disruptions accompanying the con- 
version of nearly 50 per cent of our econ- 
omy to the production of rapidly changing 
war goods under an emergency pricing proc- 
ess in place of the efficiency and low-cost de- 
mands of a peacetime competitive market 
system. 


UNDEFLATED GROSS-NATIONAL- 
PRODUCT TOTALS 


In the end Gilbert falls back upon the 
undeflated gross-national-product estimates 
of the Department of Commerce. These 
should be of particular importance during 
the war years, since they were devised with 
those very years in mind. 


The peculiar advantage of the undeflated 
gross-national-product series is that it is 
supposed to present the annual value of the 
final products of the economy at current 
market prices.’ But for the year 1943, for 
example, did the undeflated gross-national- 
product total of around 188 billion dollars 
represent the value of the year’s final out- 
put at market prices? It obviously did not. 
More than 82 billions of it, or about 44 
per cent of the whole, was currently spent 
by the federal government for war goods. 
These goods were not available for 
civilian purchase, did not pass through 


7 The undeflated net national-income series does 
not do this; the net annual value it presents is at a 
level somewhat less than market prices, the latter 
being “gross” in that they contain certain duplica- 
tive items, when the economy as a whole is taken in- 
to account (see Mayer, op. cit., pp. 15-17, esp. Pp. 17, 
where a slightly expanded national income series is 
recommended). There it will also be noted that the 
national-income series has other very important 
uses quite apart from representing the net value of 
the annual output. 
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the market, and therefore had no market 
price.* 

The pricing process pertaining to war 
goods is in important respects different 
from the competitive pricing process of the 
market place, especially at a time of all- 
out war. It is essentially a cost-plus process, 
despite hold-the-line policies and contract 
renegotiations which attempt to keep nec- 
essary war costs down as low as possible. 
War necessitates haste and waste and 
premium pay for much of the labor em- 
ployed. There is no need to measure unit 
cost or quantity of output against con- 
sumer purchasing power. Whatever costs 
are clearly part of the war effort are legiti- 
mate costs to be covered by the govern- 
ment. Added to this is a reasonable per- 
centage for business profit, which the gov- 
ernment likewise pays. Market pressures 
making for minimum costs at maximum 
efficiencies are very largely lacking. The 
government pays for war goods what it has 
to pay, and such a cost-plus system even 
under the best of safeguards is still bound to 
be a higher cost system than peacetime 
competitive market prices. 

As applied to the war years, it is there- 
fore hardly correct for the Department of 
Commerce to state that its undeflated gross- 
national-product series represents final 
products valued at market prices. While the 
war was at its height, almost half the total 
valuation covered war goods priced on the 
cost-plus government-purchase basis. Dur- 
ing most of the war years—the very years 
for which the gross-national-product series 
was particularly devised—the undeflated 
market-price criterion was only about 60 
per cent applicable. 


For the various reasons presented above, 
it would seem obvious that the gross- 
national-product series—whether deflated 
or undeflated, whether applied to the war 
years exclusively or employed in compari- 


*See Kuznets, of. cit., pp. 7-8, 19-20; see also 
Hans Staehle, “National Product, War and Pre- 
war,” Review of Economic Statistics, August, 1944, 
P. II9. 


sons between the war years and prewar or 
postwar years—contains defects which ren- 
der it untenable as a national measure. 


ERRONEOUS POSTWAR PROJECTIONS 


It may, of course, be contended that the 
difficulties in the gross-national-product 
measure here analyzed will disappear once 
the war is completely behind us. Neverthe- 
less, the distorted war totals continue to cast 
their shadows before them. Were it not for 
the exaggerated implications of the “pro- 
ductivity factors” currently employed by 
official agencies, the postwar projections of 
these agencies would not come out nearly 
so high—nor would so much credence prob- 
ably be given as at present to a questionable 
defense of inflated projections. 

An excellent illustration of such a de- 
fense has recently been made available.® 
The present writer, using the national- 
income (not the gross-product) approach, 
arrived about a year ago at a postwar esti- 
mate for 1947 of 123 billion dollars."® On the 
basis of a distorted computation, Hagen 
claims this total to be 14 or 15 billions too 
low. He arrives at his result by starting with 
the official 1943 gross-national-product to- 
tal; then, without attempting any adjust- 
ment for the high-cost war-goods sector, 
uses it for his 1947 postwar calculations. 

As a preliminary, Hagen assumes that 
for nonwar consumer goods and services 
the price rise from 1939 to 1943 has been 30 
per cent. He also assumes that the inclusion 
of war goods and nonwar capital goods with 
consumer goods and services leaves the 30 
per cent increase unchanged. Price rises for 
these other two groups of products, he 
states, have opposite effects upon the in- 
dex. In short, the differences offset or bal- 


* Everett E. Hagen, “Postwar Output in the 
United States at Full Employment,” Review of 
Economic Statistics, May, 1945, esp. Appendix, p. 
58. Hagen at the time was connected with the Feder- 
al Reserve Board. See also “Postwar National 
Income: An Appraisal of Criticisms of the Brookings 
Institution Estimate,” Review of Economic Statistics, 
November, 1945. 


1° Mayer, op. cil., p. 11. 
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ance each other. Let us say that for nonwar 
capital goods the price increase from 1939 to 
1943 was 15 or 16 per cent. Then for war 
goods the corresponding increase, to be 
offsetting under Hagen’s assumption and 
result in a 30 per cent average, would have 
to be around 45 per cent." 

This “offsetting” contention, as a part 
of Hagen’s assumption of a composite 30 
per cent price rise, might be somewhat ac- 
ceptable if the values of war goods and of non- 
war capital goods were of about the same order 
of magnitude. But in 1943, the year used as 


TABLE 1 


1943 Gross NATIONAL PropuctT: CURRENT 
AND 1939 PRICES 


(In Billions of Dollars) 














1943 1939 
Rem Prices inden Prices 
Re 81.3 | 145* | 56.0 
Private capital formation. 2.2] 115 1.9 
Consumer goods. ....... 91.0] 130T . 
Government, nonwar.. .. 12.0 130 79. 
ire tls diets: dint sie 186. 5 136 137.1 














* Implied in Hagen’s ‘‘offsetting’’ assumption, as indicated 

= 
Hagen *s 30 per cent assumption is here used. This is some- 

otek r than the percentage generally employed by the De- 
partment of Commerce. 

}See Survey of Current Business, April, rose, Tal The Pa , D. 
13, for the 1943 total and for the various Cons 
have recently been slightly revised (see p. 360 - 


a base, these values were of vastly different 
magnitudes—the one about forty times the 
other. The effects of such differing weights 
upon the total value of product, and thus 
upon the composite price rise, become more 
readily apparent when the 1943 gross na- 
tional product is reduced to 1939 prices, as 
shown in Table 1. If the 1943 gross total 
is deflated as indicated, there results a value 
of 137.1 billion dollars in 1939 prices. If now 
we raise this figure by 30 per cent—Hagen’s 
composite assumption as to price increases 
from 1939 to 1943—we do not return to the 


™ See Kuznets, op. cit., Table 2, p. 14. To what 
an extent the prices of war goods have actually 
risen is still, of course, a matter of considerable 
dispute. 


original 186.5 billions but get a figure of 
178.2 billions, or 8.3 billions less. We must 
therefore conclude that, on the basis of his 
own “offsetting” price-increase assump- 
tions, Hagen committed a statistical error 
when he failed to take into account the 
enormously different weights of the value 
of war goods and of private capital for- 
mation in the year 1943. Because of these 
differing weights, the composite price rise 
in the illustration given does not remain 30 
per cent but is increased to 36 per cent. 

In addition to the initial mistake in- 
volved in his “offsetting” assumption, 
Hagen fails to change the product “ 
as between the war year 1943 and the post- 
war year 1947, to which his final computa- 
tions apply. Table 1 should therefore be 
modified somewhat further. 

Had the war goods in 1943 been nonwar 
goods and services, nonwar price increases 
would, of course, have been generally ap- 
plicable for postwar projection. However, a 
greater amount than 1.9 billion dollars will 
be represented by private capital formation 
in early postwar years (probably 15-20 bil- 
lions), and for such goods we have assumed 
only a 15 per cent price rise rather than the 
30 per cent advance assumed by Hagen for 
consumer goods and services. Of the de- 
flated 137.1-billion-dollar total in the illus- 
tration above, Hagen should therefore have 
increased about 15 billions of it by 15 per 
cent and the remaining 122.1 billions by his 
30 per cent. The result is 176 billion dollars, 
which is the total that should have been 
used by Hagen as an adjusted 1943 value- 
of-product starting-point in making his 
postwar computation. 

Hagen fails to make either of the two 
adjustments indicated. He uses the unad- 
justed gross 186.5 billions instead. He thus 
begins his “detailed computation” with a 
fallacious base—a base for postwar product 
comparison which contains a statistical 
error amounting to at least 10.5 billions and 
possibly to more than 15 billions of dollars.” 


t2 Tf, instead of the 36 per cent composite price 
increase from 1939 to 1943 implied in Hagen’s own 
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If Hagen starts with an error of from 10 
to 15 billions in making his value-of-prod- 
uct computation for 1947, it is but natural 
that an error of similar magnitude appears 
in his conclusions. But it should be borne in 
mind that this is Hagen’s error. In his article 
long before the detailed computation is 
reached in the Appendix, he seems deter- 
mined by sheer repetition (he reiterates the 
allegation nine times) to lay the error not 
at his own door but at that of the present 
writer. The fact is not that the estimate of 
the present writer is too low but that the 
computation of Hagen is too high because 


assumptions, we had used the somewhat higher 
price rise implied in the physical-product estimates 
preferred by Kuznets (see p. 359 above), the error 
in Hagen’s computation is increased to more than 
15 billion dollars. 


of his original error. Had he reduced the 
gross national product of 1943 to begin with 
by some 15 billion dollars as indicated 
above, he would have arrived at a net na- 
tional income for 1947 of around 123 billion 
dollars (instead of 138). 

It seems particularly important at the 
present time that deficiencies in the gross- 
national-product concept as applied to the 
war years be made clear. As long as govern- 
ment agencies continue to use unrealistic 
“productivity factors” or unadjusted gross 
totals for the formulation of fiscal and em- 
ployment policies—and thus gear their esti- 
mates of postwar possibilities and require- 
ments to distorted war levels—there is little 
hope that general postwar economic stabili- 
ty can be speedily attained. 


BROOKINGS INSTITUTION 
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The Economist, 1843-1943: A Centenary Volume. 
New York: Oxford University Press, 1943. 
Pp. 178. $2.50. 

The fortunes of war have affected this great 
international newspaper. It suffered the loss of 
all its physical property by bombing in 1941, 
and this circumstance alone would have been a 
serious handicap in preparing a birthday vol- 
ume. But wartime scarcities of materials and 
manpower imposed further handicaps, which 
have restricted the centenary celebration to 
this modest volume of ten essays. Nevertheless, 
the many thousands of admirers of the Econo- 
mist throughout the world will be grateful that 
the occasion was not allowed to pass unmarked. 

The paper’s tradition of anonymity has been 
preserved even in this volume, the first essay 
being “by the Editor” and the second “by the 
Deputy Editor” (assisted it is true by A. H. 
Chapman, a member of the staff with forty-five 
years’ service). In the case of the editor, ano- 
nymity is a fiction, since most readers must 
know that he is Geoffrey Crowther, but prob- 
ably few readers will realize that the erstwhile 
deputy editor is presumably Donald Tyerman, 
who shouldered the editorial burden so success- 
fully at one stage of the war during the absence 
of the editor. 

Crowther has interpreted the purpose and 
policy of the Economist throughout its life. The 
purpose was to expound the doctrines in which 
it believed and to “attempt to increase the pres- 
sure of electoral steam behind them,” although 
the appeal was exclusively to the professional 
and mercantile class. Crowther raises the ques- 
tion of whether in its second century the Econo- 
mist must not reach out in simpler terms to a 
wider audience. Policy, in so far as this can be 
distinguished from purpose, has been to hold 
opinions and to give expression to them but “‘to 
have as few prejudices as possible and certainly 
no party prejudices.” Crowther is aware that 
this is a Spartan objective and that, in realizing 
it, almost everything depends on the editor. He 
claims proudly and rightly that the position of 
the editor of the Economist must be unique in 
journalism, his security of tenure being pro- 
tected by a board of trustees which is entirely 
independent of the proprietary company. Yet 


Crowther asserts with perhaps undue modesty 
and a touch of mysticism that the freedom of 
the editor is qualified because the momentum of 
tradition in this mature periodical rather than 
the views of the editor determines policy. It 
would be interesting to test this thesis by com- 
paring the Economist under the deputy editor 
in the middle of the war with its direction by the 
present editor during the other war years. 

Crowther’s expression of views in the present 
essay indicates how important the beliefs and 
prejudices of an editor may be. He contrasts the 
policy of the editors a hundred years ago, in ad- 
vocating the maximum of laissez faire, with 
present policy, which I understand to be “to 
secure a just balance between uncontrolled in- 
dividualism and the ‘purposive direction’ of the 
State.” It is not for the outside observer to ques- 
tion this interpretation of the Economist policy, 
but if Crowther also identifies the Economist 
with the best thought of the day, as he would 
seem to do, the contrast is more questionable. 
He writes that “the test of freedom today is not 
the absence of constraint so much as the pres- 
ence of consent.’”’ Whatever James Wilson and 
Bagehot may have thought in 1843, an out- 
standing English thinker of their day, J. S. 
Mill, would have subscribed to this test. Nor 
is it certain that the consensus would agree with 
Crowther’s obiter dictum that this is a more skep- 
tical and cynical age than that of 1843, in which 
problems are more numerous and more difficult, 
and that there is “less confidence in the power 
of mere man to master his environment and con- 
trol his own inventions.” These words bear the 
imprint of the deep gloom from which England 
and most of the world had just emerged. If he 
were writing today, Crowther might see greater 
hope for the future, especially in the revival of 
that internationalist faith, political and eco- 
nomic, in which the Economist has ever been a 
devout believer. 

The essay by the deputy editor sketches “the 
character and chronology of the men who di- 
rected and wrote The Economist.” It throws fur- 
ther light on the policy of the paper, especially 
in recent years, and will be of value to the his- 
torian in lifting part of the veil of anonymity 
surrounding the journal. 
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The remaining eight essays—‘The Econo- 
mist as a Source for the Historian’ by Sir John 
Clapham; “A Political Retrospect” by E. L. 
Woodward; “Walter Bagehot” by Francis W. 
Hirst (editor, 1907-16); “The Economist and 
Foreign Affeirs” by Graham Hutton (assistant 
editor, 1933-38); “The Money Market” by 
W. T. C. King; “The Stock Exchange” by 
Hargreaves Parkinson (assistant and associate 
editor, 1928-38); “Records and Statistics” by 
the industry and trade editor; and “Bagehot 
and the Trade Cycle” by Walt W. Rostow— 
contain material too diverse for comment in a 
short review. But the essay by Hutton on for- 
eign affairs deserves special mention both for 
its own sake and for its topical interest as a 
post mortem by one who was in the thick of 
political journalism during the critical years of 
the 1930's. 

Hutton brings out the interesting point that 
the Economist categorically opposed the new 
Reform Bill of 1844 that called for universal 
adult male suffrage, on the ground that the 
spread of the disease abroad might have disas- 
trous consequences for Britain. This did not 
prevent the Economist from lending its support 
in the fight against oppression on the Continent 
of Europe four years later. It adhered strictly 
to a policy of neutrality during the American 
Civil War, notwithstanding its insistence on 
neutral British rights. It viewed the machina- 
tions of Bismarck with “apprehension, disap- 
proval, and distrust” and trumpeted its warn- 
ings to the world. Yet throughout the wars of 
the second half of the nineteenth century and, 
indeed, even in 1914, it maintained its tradi- 
tional isolationism. 

After the founding of the League of Nations, 
isolationism for the Economist, with its strong 
international tradition, was bound to be a 
thing of the past. In the 1920’s and with gather- 
ing momentum in the 1930’s, it pressed for 
“strengthening the League’s executive powers, 
through a limitation of national armaments 
coupled with and dependent on an agreement to 
translate collective security into action.” Hut- 
ton does not attempt an explanation of the 
break in the Economist’s attitude to British for- 
eign policy after 1918, although he conjectures 
that “the causes may lie in personalities, en- 
vironment, and the influences exerted upon 
the editors by developments in the many other 
fields of the paper’s discourse than that of for- 
eign policy.” 

The fact is that in this one field there was a 


break with tradition, and more than one of these 
essays suggests that, notwithstanding the mo- 
mentum of tradition, the free exercise of will 
by the editors was significant among the causes. 


REDVERS OPIE 
British Embassy 
Washington, D.C. 


The Economic Thought of Woodrow Wilson. By 
Witu1am Dramonp. (“Johns Hopkins Uni- 
versity Studies in Historical and Political 
Science,” Vol. LXI, No. IV.) Baltimore: 
Johns Hopkins Press, 1943. Pp. 210. $2.50. 


The short Epilogue of this book (pp. 193-95) 
may be excerpted as follows: 


....+ Wilson’s emphasis on the economic inter- 
dependence of the world, on the indivisibility of 
peace, and on the obligation of the United States, 
in its own interests, to participate in an organization 
established to keep the peace, was in accord with 
the needs of the time. 

The same may not be said of the means Wilson 
prescribed for attaining his objective. For Wilson 
thought in terms of the categories established by the 
Manchester group of economists by whom he was 
intellectually dominated. Freedom of the seas, equal 
access for all nations to the raw materials of the 
world, peace through the world-unifying effects of 
free trade—these were the principles of Wilson’s 
thought as they had been of the thought of John 
Bright and Richard Cobden. Wilson faced the fu- 
ture with his mind set, rather than made flexible, 
by the past. He longed for a return to the competi- 
tive capitalism of a century before. 

This faith in free competition and individualism 
was to a large extent responsible for Wilson’s con- 
currence in the general principles that united the 
Peace Conference. His desire for competitive capi- 
talism and the virtues of individualism which he 
thought it safeguarded . . . . was responsible for his 
approval of the liquidation of the machinery of in- 
ternational economic cooperation established by the 
imperatives of war... .. 

Such principles assumed conditions that no long- 
er existed. Wilson’s world was not a world of free 
competition in the style of 1850, and to attempt to 
revive it was to attempt to return to an age which 
technology and the competitive process themselves 
made both difficult of realization and in many ways 
undesirable. However great the past triumphs of 
competition in increasing and distributing the 
world’s goods, it seems likely, as one distinguished 
defender of capitalism (Schumpeter) recently said, 
that the very success of capitalism “undermines the 
social institutions which protect it, and ‘inevitably’ 
creates conditions in which it will not be able to 
live.” With the aid of technological miracles, the 
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successes of capitalism were destroying the condi- 
tions which made competition possible; were es- 
tablishing the economic advantages and efficiency 
of many varieties of large-scale and monopolistic 
industry; .... 

To apply to such a world a program established 
for a world of rising competition and small-scale 
business .... was evidence of an unawareness of 
present facts or of an unwillingness to venture out 
on new paths..... 


Had Wilson thought otherwise, he might have 
been more willing to preserve the machinery of in- 
ternational economic cooperation in order to assure 
a more rational and planned distribution of the 
world’s goods. He might have drawn the logical 
conclusion from his knowledge that the foreign 
policy of a nation is the reflection of its domestic 
order and he might therefore have concerned him- 
self more at the Peace Conference with the domes- 
tic economies aad political structures of the great 
powers. Different societies and different types of 
ruling classes have varying conceptions of their 
national interests. Political machinery for inter- 
national cooperation is valueless unless the great 
powers responsible for the working of the machinery 
are themselves governed by groups interested in its 
success. In 1919 they were not. 

In this sense Veblen was right in noting that the 
Covenant—though perhaps the best under the cir- 
cumstances—was inadequate, for it was not created 
to meet the conditions of the twentieth century and 
it made too superficial an effort to eliminate the 
conditions that lead to war. Wilson did not see the 
problem in all its complexity and therefore could 
not solve it, for his mind worked in channels cut 
out in a past amid facts which did not corréspond 
to the facts of his present. Wilson was able to see the 
outlines of the great problem of the twentieth cen- 
tury, but his training and his temperament unfitted 
him to achieve its solution. 


A few miscellaneous quotations, selected for 
the reviewer’s purposes, may be added: 


Cycles and panics are not, Professor Schumpeter 
has written, “like tonsils, separable things that 
might be treated by themselves, but are, like the 
beat of the heart, of the essence of the organism that 
displays them.” The analysis of cycles, therefore, 
is the analysis of the very heart of “the economic 
process of the capitalist era.” Wilson’s analysis em- 
phasized morality [p. 77].' 

Like most of his contemporaries, Wilson was un- 
aware of the facts that the liquid assets which Mor- 
gan pumped into the flaccid economic balloon [in 
1907] had been placed at his disposal by the govern- 
ment of the United States; ... . [p. 78, n. 40]. 


* Choosing between Wilson’s and Schumpeter’s 
analysis, the reviewer would, not very happily, 
take Wilson's. 


....+ In Wilson’s “devout faith in the beneficence 
of competition,” wrote one economist [Witt Bow- 
den], “there was something suggestive of the meta- 
physical preconceptions of the classical economists, 
which Professor Veblen delighted to talk about in 
words of learned length if not of thundering sound” 
[p. 93]. 

Wilson’s concession to necessity ....consti- 
tuted a mute recognition of the difficulty of plan- 
ning in the type of economy he tried to foster [p. 
129]. 

On other occasions he seemed to tend towards 
the “devil theory of war” rather than towards the 
idea that wars rise out of economic competition for 
the raw materials and markets of the world [p. 162]. 

This fact .... reveals the further fact that eco- 
nomic action or economic organization played little 
part in Wilson’s thought on the means of assuring 
world peace [p. 169]. 

.... In these ideas, as in so much of his thought 
on domestic policy, Wilson recalled the classical 
economists, and particularly the Manchesterian 
group, from whom he borrowed so heavily [p. 170]. 

In their insistence that . . . . the economic func- 
tion of the [Peace] Conference was to eliminate the 
political obstacles that hampered the free move- 
ment of trade, they [Wilson and his advisers] repu- 
diated almost every effort at international economic 
cooperation [p. 182]. 

The refusal to impose any controls on the free- 
dom of economic action of the nation [i.e., its citi- 
zens?] carried with it a repudiation of effective in- 
ternational cooperation in the economic field [p. 
183]. 


Wilson evidently did little serious economic 
thinking and had little interest in the special 
business of economists. The same appears to be 
true of Professor Diamond. 

The study, undertaken at the suggestion of 
Charles A. Beard, offers a very Beardian ex- 
planation of Wilson’s “failure.” The point 
seems to be that Wilson, nurtured on Demos- 
thenes, Calvin, Cobden, Bright, Bagehot, and 
Gladstone, operated without the insights of 
Veblen, Roll, Bowden, and Die Theorie der 
oekonomische Entwicklung. 

In spite of its thesis and a consequently ad- 
verse selection of material, the book is a useful 
and scholarly survey. The author has done a 
prodigious amount of work on both published 
and unpublished materials. He has achieved 
an interesting, concise story of Wilson’s life. 
The book is well written, full of good quota- 
tions, elaborately documented, and extensively 
indexed. But it seems a bit early to “analyze” 
Wilson in terms of a delusion that “entrepre- 
neurial Capitalism” was still alive a quarter- 
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century ago, or to decide that, in advocating 
freer world trade, he was blocking the way to 
peace and prosperity, national or international! 

The economic thought of William Diamond 
leaves much room for another study of the eco- 
nomic thought of Woodrow Wilson. Wilson 
may not meet the tests of true greatness; but, 
if not, a mistaken judgment of history seems 
assured unless historians quit presenting the 
arguments of advocati diaboli. 


Henry C. Sm1ons 
University of Chicago 


Origins of Academic Economics in the United 
States. By Micuart J. L. O’Connor. New 
York: Columbia University Press, 1944. Pp. 
x+367. $4.25. 

The introduction of courses in political econ- 
omy into American colleges has been investi- 
gated; there are published studies of such as- 
pects of early American economic thought as 
banking theories, population doctrines, and 
American reactions to the Ricardian theory of 
rent; and there have been numerous studies of 
individual economists. Dr. O’Connor takes as 
his field of investigation the instruction in po- 
litical economy in the Northeast up to the panic 
of 1837. His approach is through an examina- 
tion of the textbooks used. The study seeks pri- 
marily an analysis of the social forces which 
controlled the nature of these textbooks. 

Instruction in political economy in American 
colleges had its origin in the South, where 
President James Madison of the College of 
William and Mary introduced a course, based 
upon Adam Smith’s Wealth of Nations, certainly 
by 1801 and perhaps as early as 1784. Three 
groups and the textbooks which embodied their 
views are dealt with by O’Connor as “predeces- 
sors and rivals of the clerical school.” These are 
(a) the Jeffersonian school, represented by the 
translation, sponsored by Jefferson, of Destutt 
de Tracy’s Treatise on Political Economy (1818); 
(b) the Mathew Carey school of nationalists and 
protectionists, exemplified by Daniel Ray- 
mond’s Thoughts on Political Economy (1820) 
and Willard Phillips’ Manual of Political Econ- 
omy (1828); and (c) the Cooper school, repre- 
sented by Dr. Thomas Cooper’s Lectures on the 
Elements of Political Economy (1826). The text- 
books emanating from this group “secured no 
appreciable acceptance among the clerical col- 
leges” of the Northeast. 


Next O’Connor turns to an investigation of 
the factors which brought about the general ac- 
ceptance of political economy in the colleges of 
the Northeast. He discusses the political chal- 
lenge to northeastern society which resulted 
from the extension of the suffrage and the grow- 
ing democratization; the economic challenge 
arising from agrarianism, embargoes, the War of 
1812, the depression of 1819, the demand for 
protection of manufactures, and incipient 
movements toward labor organization; and the 
religious challenge presented by the growth of 
denominational rivalry and demands for secular 
colleges. At the same time a more conservative 
body of economic theory was emerging through 
the contributions of such British moral philos- 
ophers as Dugald Stewart. The British emphasis 
upon the instruction of the laboring class in the 
rudiments of political economy as a means of 
counteracting radical tendencies spread to 
America. This conservative shift made political 
economy acceptable to clerical educators as a 
stabilizing influence. “Political economy,” says 
O’Connor, “offered a field where natural reli- 
gion and pecuniary values could be adjusted. 
Therein the ethical and humanitarian ideals of 
the minister could be shown to be at one with 
the practical needs of the accumulator of capi- 
tal.” 

Until the last years of the period with which 
O’Connor’s study deals, the textbooks in political 
economy used in the Northeast were of Euro- 
pean origin. The principal text, from its transla- 
tion from the French in 1821, to 1837, was Jean 
Baptiste Say’s A Treatise on Political Economy. 
John McVickar’s Outlines of Political Economy 
(1825), an annotated edition of a work by John 
Ramsay McCulloch, was used at Columbia for 
many years. 

Finally, near the close of the period of O’Con- 
nor’s investigation, there were published several 
textbooks which he discusses as “Northeastern 
clerical versions of European political economy.” 
The most important of these were Samuel 
Phillips Newman’s Elements of Political Econ- 
omy (1835) and Francis Wayland’s Elements of 
Political Economy (1837). 

O’Connor includes a discussion of primers 
or simple treatises on political economy pro- 
duced, during the period of his study and later, 
for the use of lower schools and for general read- 
ing. His appendixes include an alphabetical list 
of textbooks in elementary political economy 
used in American colleges and schools to the 
present time, and a chronological list of text- 








books to 1840. An extensive Bibliography com- 
pletes the work. 

There will be dissent from O’Connor’s con- 
clusion that the early teaching of political econ- 
omy in the Northeast represented primarily a 
clerical defense of the merchant-capitalist order 
of that section. The importance of religious in- 
fluences in the early colleges is undoubted. The 
economic and social incentives to the mainte- 
nance of the established order will be readily 
granted. Recognition of the importance of pre- 
suppositions as determinants of opinion or ac- 
tion received classic expression in Lord Bacon’s 
discussion of the Idols of the Cave. Many fac- 
tors contributed to the emergence of the distinct 
scientific subjects of the college curriculum from 
the matrix of natural philosophy and of the social 
sciences from the broad and inclusive field of 
moral philosophy. O’Connor himself (p. 70) ad- 
mits incidentally the importance of utilitarian 
influences in the curriculum adjustments of the 
period. 

The main importance of O’Connor’s study, 
however, is independent of his conclusion. It 
lies rather in the value of the historical and 
bibliographical material which he has brought 
together. The work represents thorough and 
painstaking research. It iscarefully documented, 
as to both primary and secondary sources. It 
will prove a welcome and valuable addition to 
the literature of the history of American eco- 
nomic thought and to that of the history of 
American higher education. 


ELBERT VAUGHAN WILLS 
Washington, D.C. 


Economic Fluctuations in the United States: A 
Systematic Analysis of Long-Run Trends and 
Business Cycles, 1866-1914. By EpDwIN 
Frickey. (“Harvard Economic Studies,” 
Vol. LX XIII.) Cambridge: Harvard Univer- 
sity Press, 1942. Pp. xxi+375. $5.00. 


On the title-page of this book appears the 
Harvard motto, Veritas. It is no mere ornament. 
The wholehearted devotion to the cause of 
truth displayed in this book is perhaps its most 
distinguishing characteristic. And, if its con- 
tribution were merely that it is an all too unique 
example of the application of scientific method 
to economic data, that contribution in itself 
would be by no means small. 

In a sense the purpose of the book is to serve 
as an example, an application of a method of 
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time-series analysis to economic data for the 
United States, 1866-1914. Those who, judging 
by the title, expect to find a case history of eco- 
nomic fluctuations in the United States will be 
disappointed. While certain highly important 
features of those fluctuations (e.g., the wide 
diffusion of cyclical movements among com- 
mercial, financial, and industrial activities) are 
demonstrated, the book is primarily methodo- 
logical in character. But it is to be hoped that 
those who are favorably impressed by the 
methods will not copy merely the statistical 
techniques; the scientific spirit that pervades 
the book is equally worthy of emulation. 

Frickey takes as his point of departure the 
problem of trend-cycle separation, shows that 
it has never been satisfactorily solved (his pig- 
iron production case is a striking example of the 
difficulties), and proceeds to attack it anew. 
With no ostensible preconceptions as to what 
the data will show, he undertakes to analyze 
the fluctuations in thirteen important economic 
series that are available quarterly for the period 
1866-1914, relating to bank clearings, railroad 
revenues, imports and exports, immigration, se- 
curity and commodity prices, bank loans, and 
interest rates. Despite the diverse phenomena 
covered, graphic examination shows that the 
seasonally adjusted series move more or less in 
unison. Comparison is facilitated by calculating 
quarterly link relatives (i.e., ratios of change 
from quarter to quarter) for each series and ad- 
justing them so that each of the thirteen series 
of relatives has the same average level, average 
amplitude of fluctuation, and average timing. 
In this form the series exhibit a high degree of 
correspondence. By taking a simple positional 
mean of the thirteen adjusted relatives for each 
quarter, Frickey derives a “link relative stand- 
ard pattern’’; and this, when chained together, 
yields a “standard pattern,” or quarterly index 
number, that expresses the common pattern of 
movement in the original series. Because the 
link relatives for each series are adjusted to an 
average level of 100, the standard pattern is es- 
sentially trendless. 

For the most part the details of this pro- 
cedure seem well adapted to the ends in view. 
At some points the author’s dependence on 
graphic analysis taxes either the reader’s pa- 
tience or credibility, since one cannot readily 
manipulate the charts. But the presence of a 
common pattern of short-run movement is 
effectively demonstrated, and the standard 
pattern is an important addition to the list of 
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indicators of business activity available for the 
period. One might wish, however, since the re- 
sults are not altogether unexpected, that the 
demonstration had been pushed somewhat fur- 
ther, to indicate more precisely how closely the 
various series follow the standard pattern, how 
the conformity varies over time, etc. 

Frickey next examines the similarities and 
differences among standard patterns derived 
from the same thirteen series expressed in time 
units longer than quarters—annual, two-year, 
three-year, six-year, and nine-year sums. From 
the fact that these patterns are very similar to 
the original quarterly pattern expressed in an- 
nual, two-year, etc., form, he concludes that 
there is evidence of one and only one pattern of 
fluctuation in the data. On the other hand, he 
observes less intercorrelation among the thir- 
teen series expressed as six- or nine-year sums 
than when the time unit is shorter, suggesting 
the presence of long-run influences that tend to 
break down the short-run intercorrelation. 

Neither of these conclusions seems fully war- 
ranted by the evidence adduced. It is difficult 
to see how, if there were more than one pattern, 
the procedure would demonstrate it. Although 
the mathematical relationship between, say, the 
annual average of the quarterly pattern and 
the annual pattern computed directly is rather 
intricate, one would, I think, intuitively expect 
them to yield similar results. At least, the con- 
ditions under which they would differ should 
have been made clear. As for the decline in in- 
tercorrelation with the increase in length of time 
unit, the dependence upon graphic procedure 
at this point seems particularly unfortunate, 
for it is difficult to allow for the fact that there 
are only four or five points in the nine-year pat- 
terns, but twenty-three in, say, the two-year 
patterns, and both are plotted on the same time 
scale. The use of some statistical measure of 
intercorrelation would have been helpful. 

Since none of the thirteen series so far studied 
relates directly to the physical volume of pro- 
duction, Frickey turns next to an analysis, by 
similar methods, of a large collection of annual 
production series and finds that the patterns for 
manufacture, mining, and transportation and 
trade resemble one another closely and also re- 
semble the thirteen-series standard pattern, 
while the pattern for agricultural production 
pursues an independent course. These conclu- 
sions are substantiated by reference to fixed- 
base index numbers. The author develops new 
indices of manufacturing production and of 
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transportation and communication; and these, 
supplemented by indices already available, 
show patterns of short-run movement that re- 
semble the patterns derived by the link-relative 
procedure. And a new index of manufacturing 
employment also conforms to the general pat- 
tern. 

Having established the presence of a general 
pattern of short-run fluctuation in industrial 
and commercial activity in the period 1866- 
1914, finding evidence of only one such pattern, 
and discovering indications of long-run influ- 
ences tending to disrupt the intercorrelation 
among economic series, Frickey feels prepared 
to tackle the problem of trend-cycle separation. 
The first two findings suggest that if the general 
pattern of short-run movement is removed from 
a given series, what is left will be largely the 
long-run movement plus an erratic element— 
i.e., the cyclical component of the series will 
have been eliminated, or at least reduced. Two 
methods of procedure are worked out. In one a 
series is selected for which the relationship be- 
tween secular and cyclical variations is likely 
to be of the simplest sort, and a simple trend is 
eliminated. The series selected is the production 
index and the trend a logarithmic parabola. The 
index makes seven distinct swings or cycles 
about this trend in the period 1866-1914, and 
the low points of these cycles in the trend-ad- 
justed index are used to mark off seven sub- 
periods. The trend of a particular series within 
each subperiod is then determined by (1) ad- 
justing the timing of the series to fit that of the 
production index, (2) adjusting the amplitude 
of the production index to fit that of the given 
series, (3) dividing the given series (adjusted 
for timing) by the trend-adjusted (and ampli- 
tude-adjusted) production index, and (4) fitting 
a straight line to the resulting series. The seven 
straight lines, one for each subperiod, form a set 
of “trend-indications,” from. which the form of 
the final trend to be fitted may be judged. The 
second method is to use, instead of the trend- 
adjusted production index, the standard pat- 
tern derived from the thirteen series. Then by 
a series of steps that are quite independent of 
those used in the first method, another set 
of trend-indications is obtained. The two sets of 
trend-indications for each of the eleven series 
to which the methods are applied turn out to be 
almost identical (even the subperiods are the 
same). Hence all that remains is to decide upon 
the form of final trend to be fitted, and to fit the 
selected mathematical curve to the data ob- 











370 BOOK REVIEWS 


tained in step (3) above (or to the corresponding 
data derived by the second method). In all of 
this procedure, according to Frickey, the role of 
discretionary judgment is relatively minor; the 
trends are “precipitated” objectively. 

Here, certainly, is a tour de force in the field 
‘of trend analysis. The methods are highly 
ingenious and have been employed with extraor- 
dinary care. The plan of treating a group of 
related series at once is certainly conducive to 
sensible results. Of course, the method is ap- 
plicable only to series that conform well to the 
general pattern (i.e., differ only in amplitude 
and timing), but this field is a broad one. Never- 
theless, while the computed trends possess a 
high degree of objectivity and accuracy, one 
may well question whether the cycles that are 
isolated are equally objective and accurate. 
That is, after all, the question with which the 
analysis begins—the pig-iron production case. 
Do the methods developed yield an objective 
and accurate list of cycles? 

Unfortunately, this does not seem to be the 
case. The cycles that are delinated by the final 
trends are largely dependent on the flexibility 
of the mathematical curves fitted at various 
points in the analysis (or, alternatively, the 
criterion of closeness of fit), and this, as always, 
is a matter of choice. While Frickey makes out 
a strong case for fitting simple trends, his argu- 
ments seem cogent only when the primary ob- 
ject is to measure trends; when the object is to 
study cycles, i.e., the short-run fluctuations gen- 
erally diffused throughout the business com- 
munity, one fails to see any great merit in the 
cycles delineated by the fitted trends. For ex- 
ample, the fluctuation that appears in the 
standard pattern in 1894-97 seems to be as 
widely diffused and to have as large an ampli- 
tude as the fluctuation in 1911-14. In these re- 
spects both fluctuations would seem to merit 
recognition as units of analysis. Yet only the 
1911-14 movement qualifies as a cycle in the 
trend-adjusted pattern; the other is entirely 
“submerged,” does not cross the trend line. 
Moreover, although the 1894-97 movement is 
submerged in most of the individual trend- 
adjusted series, it is not submerged in all of 
them—hence the anomaly that similar and ob- 
viously related movements are recognizable as 
cycles in some series but not in others. 

In fairness to Frickey it must be said that he 
considers his final trends and cycles only “first 
approximations” to the truth and that the pro- 
gram of statistical, theoretical, and historical 


analysis outlined in the book is still to be com- 
pleted. He has, indeed, yet to make clear why a 
precise delineation of cycles by trends is neces- 
sary for economic analysis. Inadequacies in this 
respect would presumably have but slight effect 
on any conclusions to be drawn from a study of 
trends themselves. And in cycle studies one 
should perhaps proceed on the assumption that 
trend-adjustments will not be precise and there- 
fore use criteria and methods that are relatively 
insensitive to faulty trends. For example, in 
identifying and dating cycles, criteria based 
upon short-run expansions (rises) and contrac- 
tions (declines) are usually relatively insensitive 
to inaccuracies in trend elimination, while cri- 
teria based on swings around the trend are high- 
ly sensitive to them. The latter procedure was 
used in Frickey’s pig-iron production case; if 
criteria based upon expansion and contraction 
had been used, the variation in cyclical dura- 
tions caused by the elimination of different 
trends would have been markedly reduced. But 
whether or not Frickey adopts this or some 
other way out of the trend-cycle dilemma, one 
can confidently predict on the basis of the pres- 
ent volume that his next results will be of ex- 
traordinary interest. 

GEOFFREY H. Moore 


National Bureau of Economic Research 
New York City 


“Income Size Distributions in the United 
States,” Part II. By CoNnFERENCE ON RE- 
SEARCH IN INCOME AND WEALTH, NATIONAL 
BuREAU OF EconoMIC RESEARCH, INC. 
(“Studies in Income and Wealth,” Vol. V.) 
New York, 1943. Pp. xvii+905. (Mimeo- 
graphed.) 

The present volume contains sixteen mono- 
graphs summarized and evaluated in Part I of 
this study. Research workers who wish to ob- 
tain a comprehensive inventory of pre-war 
studies on income distribution in this country 
will generally be satisfied with chapter ii of 
Part I, in particular with the summary Tables 
1-4. The present volume of over nine-hundred 
pages will supply the fortunate few who have 
found a distribution which fits their particular 
requirements with a detailed technical descrip- 
tion of its scope, characteristics, and presenta- 
tion prepared by persons closely connected 
with the various studies. It will also disclose 
to the venturesome what unpublished source 
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data might be obtained for original research 
work in this wide-open field. 

The various monographs, though following 
different plans, cover in general similar ground. 
They indicate the limitations due to the particu- 
lar purpose for which the data described have 
been collected; they point out deficiencies in re- 
porting and problems encountered in processing 
of the primary material and in its tabulation 
and presentation; they describe fully the tabu- 
lations published and those which have been 
prepared but not published; and, finally, they 
contain in many cases valuable information on 
what in one paper is called “administrative en- 
vironment” which often conveys a better idea 
of the reliability of the underlying data than 
formal tests of final tabulations. 

The sources of income distributions de- 
scribed may be grouped in two categories: tabu- 
lations obtained as a by-product of routine 
operations of government agencies and special 
studies. 

Annual tabulations of federal and state in- 
come-tax returns and social security statistics 
belong to the first group. Students who are fa- 
miliar with the annual Statistics of Income of 
the Treasury Department will find in chapter i 
and its Appendix A a convenient guide through 
the changes in tax laws which affect definitions 
and other factors having a bearing on the com- 
parability of the various tabulations. T. C. 
Atkeson supplies a description of unpublished 
tabulations in the Treasury’s “Source Book” 
(Appendix B). 

The monograph contributed by W. W. Heller 
and C. L. Harriss on state individual income- 
tax data, with its “descriptive index of available 
State income tax data,” should be of great help 
to any investigator planning studies on income 
distributions in individual states. 

Two monographs are devoted to wage and 
salary statistics obtained by the Social Security 
Board—one from old age and survivors’ insur- 
ance and the other from unemployment com- 
pensation records. 

The need for a comprehensive description of 
those income data which are obtained as a by- 
product of administrative accounting was par- 
ticularly great, because there is little room for 
discussing methodology in the official docu- 
ments in which they are published. However, 
special studies on income size distributions 
which are based either on a single field survey 
(the Consumer Purchases Study, the National 
Health Survey, the Financial Survey of Urban 


Housing, and also the Minnesota Income Study 
and the Michigan Unemployment Census) or 
on a systematic analysis of state income tax re- 
turns (the Delaware, Wisconsin, and Montana 
income studies and the Treasury Department 
studies of 1934 and 1936 federal income-tax re- 
turns) generally include a detailed description 
of the collection and processing of primary data 
as well as a thorough discussion of problems en- 
countered in preparing the final analysis. Since 
results of surveys of the second group have been 
published (the Delaware and Minnesota stud- 
ies having appeared in the meantime) the mono- 
graphs devoted to them contain little more than 
condensations of their descriptive parts. 

A monograph by A. Ross Eckler, Richard H. 
Crawford, and Selma F. Goldsmith on the in- 
come data collected by the 1940 Census of Popu- 
lation—the first census collecting such data— 
is the fullest description so far available of the 
collection and processing of these data. 

The present volume is so far the most ambi- 
tious undertaking of the Conference on Re- 
search in Income and Wealth. It is neither a 
source book—since it contains tabulations only 
to illustrate the presentation of published data 
or to give a general idea of the coverage of data 
described—nor a systematic comparative analy- 
sis of the several sources of income size distribu- 
tions, this being the subject matter of Part I, 
which also includes recommendations for im- 
proving the homogeneity of future studies on 
income size distributions. It is a sufficiently de- 
tailed and, therefore, very convenient summary 
of scattered information which, partly at least, 
had not hitherto been generally available. 


‘GeorcE GaRvyY 
New York City 


Latin America in the Future World. By GEORGE 
Soute, Davip Erron, and Norman T. NEss, 
under the supervision of ALvin H. HANSEN 
for the National Planning Association. New 
York: Farrar & Rinehart, Inc., 1945. Pp. 
xiii+372. College ed., $2.50; Trade ed., 
$3.50. 

This book, a better title for which might 
have been “Poverty in Latin America and What 
To Do about It,” is published under the spon- 
sorship of the National Planning Association. 
It contains a wealth of statistical and non- 
statistical material, especially in the fields of 
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nutrition, housing and sanitation, health, edu- 
cation, and the social and political status of 
labor. On the economic side, the book presents 
some useful analyses with respect to purchasing 
power, landownership, the role of export trade, 
and wartime economic developments. The man- 
uscript was submitted to representatives of the 
twenty Latin American republics for “advice 
and correction.” 

The emphasis throughout is on the need for 
substantial reform in the fields of agriculture 
and industry. Land use is held to be feudal or 
semifeudal, with much land being kept idle most 
of the time in order that owners may be free at 
any time to use it to produce highly profitable 
exports. The need for a planned diversification 
of agriculture, mainly to meet unsatisfied do- 
mestic needs, is emphasized time and again. 
Rapid industrialization is also recommended, 
especially in the first part of the book, in order 
that the countries of Latin America may have 
“balanced” economies. It is not until late in the 
book, however, that a few statements appear 
concerning the wisdom of avoiding inefficient 
industries. 

Viewed critically, the book suffers in many 
instances from reliance upon flimsy evidence 
and poorly reasoned argument. Thus, the ex- 
cesses of monoculture and land monopoly in 
Puerto Rico are “demonstrated” merely by 
indicating that the per capita utilization of land 
for food crops declined from .22 acres in 1899 to 
-16 acres today (p. 24). There is no reference to 
the trend of per capita exports and federal relief 
in money and real terms, nor any analysis of the 
Malthusian problem or of the alternatives to 
sugar and tobacco. Moreover, the authors ap- 
parently forget that the same historical trend in 
land use, for example in Britain, is regularly cit- 
ed in the literature as a factor associated with 
improvement in material well-being. 

It is also alleged that those controlling land 
“monopolistically” avoid contracting with 
tenants in order to maintain the owner’s free- 
dom to adjust production to shifts of export de- 
mand. An important defense of this view con- 
sists of an assertion that during the present war 
numerous Argentine grain-raising tenants have 
been wantonly replaced by a smaller number of 
stock-raising peons producing a product which 
could “wait on the hoof for an eventual resump- 
tion of international trade” (p. 68). The state- 
ment is an utter distortion of the truth. The 
United Nations have needed all the meat Argen- 


tina could produce for export and shipments 
have greatly increased as compared with pre- 
war years. There is simply no foundation for the 
statement that Argentine meat waited “on the 
hoof” for a resumption of foreign trade. It is 
interesting to note that there is no mention of 
the fact that grains have been left to rot or have 
been burned as fuel. Moreover, the net exodus 
from Argentine farms conforms to the very 
“principles” which the authors prescribe con- 
cerning the diversification of Latin American 
economies, since there has been a large net 
movement into industry in Argentina during 
the war. 

A more common shortcoming of the book is 
illustrated by numerous statements of compara- 
tive expenditures on foods and other essentials 
of livelihood. Thus, Mexican Indians in the 
state of Hidalgo are alleged to spend seven- 
tenths of a Mexican cent or only one-fifth of a 
cent (mistakenly mentioned as one cent) per 
day on food (p. 25). Although dozens of such 
statements ate made at various points in the 
book, the reviewer does not remember an 
instance in which it is clear whether the figure 
represents a large or a small percentage of the 
value of food consumed. We are also told that 
Venezuelan landowners are at fault because 
livestock-producing peons in a particular part of 
that country are seldom given milk, even 
though this product “costs almost nothing in 
that region” (p. 21). Dietary standards cannot 
be divorced from wealth distribution, and the 
latter presents particularly serious social prob- 
lems in a country such as Venezuela. But does 
the evidence cited indicate that the landowners 
really are the ones at fault in this case? May it 
not be that the fault lies with the tastes of the 
peons if they do not avail themselves of milk 
when, as is alleged in this instance, it can be had 
virtually as a free good? 

There can be no question about the wide- 
spread poverty in Latin America and the need 
for numerous economic and social reforms. But 
as an exposition of a‘problem, this book suffers 
from reiterated overstatement. Perhaps the ex- 
aggerations may best be characterized by stat- 
ing that the book leaves one with the same im- 
pressions that one would get from reading @ 
description of the United States in which the 
worst economic, social, and political features 
of our South preponderated. 

VirGit SALERA 
Berkeley, California 
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New Firms and Free Enterprise: Pre-war and 
Post-war Aspects. By AtFrep R. OXEN- 
FELDT. Washington, D.C.: American Coun- 
cil on Public Affairs, 1943. Pp. 196. $3.25. 


An understanding of the roles of new firms 
and of entrepreneurs appears very necessary 
at this time, when there is much speculation 
about both the maturity of our economy and 
the advisability of employing extensive gov- 
ernmental controls for industry as a continuing 
feature of our economy. New firms have much 
economic significance in that, as Mr Oxenfeldt 
points out, “they influence: (1) the allocation 
of resources, (2) the outlets for investment 
goods and investable funds, (3) the introduc- 
tion of new products and new methods of pro- 
duction and sale, (4) the intensity of competi- 
tion, (5) the waste of resources, (6) the eco- 
nomic and social advancement of individuals.” 
A thorough examination of the economic reper- 
cussions of new firms is not attempted in the 
volume under review; but many answerable 
questions are raised, and in some cases tenta- 
tive answers are given. Since for certain pur- 
poses new firms cannot be disassociated from 
those who initiate them, Mr. Oxenfeldt has 
much to say about entrepreneurs. 

The expression “new firm” is applied to any 
business which is less than one year old. The 
author divides such units into three broad 
groups: completely new businesses, successions, 
and extensions. Each of these groups is sub- 
divided in the process of indicating the diver- 
sity of nature in the new firms. The third cate- 
gory is the most difficult to identify and com- 
prises firms that have added new price or com- 
modity lines or have extended operations into 
additional geographical areas. 

No data are given on the number of exten- 
sions, but the number of completely new firms 
in the United States in the period 1936-39 is 
estimated to have been 160,000 annually. For 
the same period the estimate for successions is 
placed at 270,000 per year. Other aspects of 
business natality, such as the legal forms and 
the industrial distribution of completely new 
business units, are considered. In the matter of 
the size of such concerns, Mr. Oxenfeldt main- 
tains that “almost all new business is small 
business.” 

The author raises the question: “Which new 
firms are socially useful?” In discussing this 
matter, he concludes that economic criteria, 


such as price and cost reductions, must be 
tempered by broader social considerations. 
He is thus led to an examination of the entre- 
preneurial group, which, incidentally, he de- 
fines in a very restricted manner. Here he raises 
—and to some extent answers—such questions 
as: Do the people who establish new businesses 
possess considerable means, or are they persons 
who put limited resources in jeopardy in an 
effort to increase their income or to elevate 
their social status? Are the persons who direct 
business capable of doing the job well? Are 
initiators of new businesses generally young or 
usually of mature years? Are these individuals 
of a particular psychological or social type? 

In exploring the above and similar questions, 
Mr. Oxenfeldt presents data on the age, marital 
status, and national origins of promoters. Sev- 
eral chapters are devoted to their previous busi- 
ness experience and to the motives leading them 
to promotion. In these chapters there are many 
interesting tentative conclusions, from which 
the following two have been chosen for inclu- 
sion here: “the establishment of three concerns 
would be a modest number for the life-time of 
the average entrepreneur”; and “more than one 
out of every 15 [gainfully occupied] persons 
goes into business for himself.’’ 

Despite the barriers faced by entrepreneurs, 
Mr. Oxenfeldt believes that a substantial ma- 
jority of all profitable opportunities are ex- 
ploited. The capital requirements for new firms, 
the problems of financing, and numerous other 
barriers to starting business are considered. 
Primarily because of the large amount of capi- 
tal required to start a new business, the data 
on what happens to new firms lead to the state- 
ment that freedom of opportunity seems to 
help make the rich richer and the poor poorer. 
The persistence of entrepreneurs in setting up 
businesses in those trades in which failures are 
widespread is attributed largely to ignorance 
of alternatives and to bad judgment. 

In order to minimize the great economic 
waste involved in the establishment of new 
firms and to increase the beneficial social effects 
of freedom of enterprise, Mr. Oxenfeldt sug- 
gests that more data on profit experiences be 
made available; that consumers be given more 
and better information on products; that the 
difficulties of financing, particularly for the 
small firm, be reduced; and that other barriers 
to the entry of new firms be removed. Even 


under these conditions, it is suggested, the 
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number of new businesses that could succeed 
would be small because of the limited number 
of profitable opportunities available. Neverthe- 
less, it appears “imperative that more people 
have an opportunity to experiment with entre- 
preneurship under favorable circumstances.” 
Trial and error is accepted as the most workable 
test of a businessman’s fitness to enter a trade. 

It seems to me that the exploration of the 
nature of new business units and of the activi- 
ties of entrepreneurs (applying the term here 
to businessmen who introduce new ideas and 
change the rate at which the wheels of industry 
go around) has been blocked, in part at least, 
by the size of the task. The problem of delimit- 
ing this area of study is not assisted by treating, 
as does Mr. Oxenfeldt, an expansion of an old 
firm as a new business unit. From some eco- 
nomic points of view, an expansion can involve 
more newness than a completely new firm. But 
to style all extensions “new firms” seems in- 
appropriate; and the earmarks of those exten- 
sions that might with greatest propriety be 
regarded as new businesses are by no means 
obvious. Moreover, in many ways the prob- 
lems of expansion differ from those of starting 
a new business. On the whole, it appears to me 
that we should gain more than we should lose 
by confining the definition of a new firm to units 
that are new from a legal point of view. 

In examining the parts played by entrepre- 
neurs and new firms, it seems rather necessary 
to consider when we should be interested in one 
and when in the other facet of the same stone. 
That is, to answer some questions, the firm, as 
an institution disassociated from the individu- 
als who guide it, must be examined. If one 
studies the role of new businesses in price theo- 
ry, for example, the firm is the thing. On the 
other hand, if the question being asked relates 
to the extent and nature of innovation, the 
character of the individuals in the entrepre- 
neurial group becomes important. Mr. Oxen- 
feldt passes, without difficulty, from a treat- 
ment of the new firm to a consideration of busi- 
ness promoters; but, as the field of entrepre- 
neurship is explored further, the necessity for 
sharpening the distinction between the firm and 
the individual entrepreneur will certainly be- 
come more apparent. 

As I indicated at the beginning of this re- 
view, we must know more about the functions 
and activities of new firms and of entrepreneurs 
if we are to act intelligently on some of the cur- 
rent problems that vitally affect our future 


economy. Mr. Oxenfeldt’s volume is primarily 
a contribution to the task of defining the issues. 
It is a creditable piece of work in an important 
field of study where much remains to be ac- 
complished. 

G. HEBERTON Evans, Jr. 


Johns Hopkins University 


The International Standardisation of Labour Sta- 
tistics: A Review of the Statistical Work of the 
International Labour Office and of Various 
International Statistical Conferences. By 
Tue INTERNATIONAL LABOUR OFFICE. Mont- 
real, 1943. Pp. vii+-169. $1.00. 


This book is a revised and amplified edition 
of a report under the same title published by the 
International Labour Office in 1934. The first 
report covered the work of four international 
conferences of labor statisticians convoked by 
the I.L.O. (1923-31), two conferences convoked 
by the Social Science Research Council (1929- 
30), @ conference on international housing sta- 
tistics convoked by the International Union of 
Towns (1928), and an international conference 
on migration statistics (1932). The new report 
covers, in addition, the work of the Fifth Inter- 
national Conference of Labor Statisticians (1937) 
and the I.L.O. Committee of Statistical Experts 
(1933-37). It includes also the drait text of a 
statistical convention adopted by the 1038 
I.L.O. conference and excerpts of statistical 
recommendations of committees of the League 
of Nations (1928-39). 

The report consist of two parts. Part I briefly 
surveys work in the field of international sta- 
tistics performed by the I.L.O. and by the con- 
ferences in which it was represented. This part 
also serves as a historical introduction to Part 
II, which contains documentary texts of resolu- 
tions, recommendations and conventions, ar- 
ranged by topics. Thanks to detailed biblio- 
graphic notes, the first part of the study will be 
particularly helpful to students of labor statis- 
tics in this country. 

The concept of “labor statistics” is used by 
the I.L.O. in a very wide sense: it includes, 
among others, statistics of gainful workers in 
population censuses, classified by occupation 
and industries; cost of living, family budgets, 
and housing; and international migrations. 
From the very beginning of its work, the I.L.0. 
recognized international standardization of sta- 
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tistics in this wide field as one of its tasks. In 
fact, its constitution made it responsible for 
“collection and distribution of information on 
all subjects relating to the international adjust- 
ment of conditions of industrial life and labour.” 
The report shows that “the Office has not been 
inactive in endeavoring to obtain full and com- 
parable statistics on all subjects which affect 
the conditions of labour.” 

What it fails to show is that much more suc- 
cess was achieved in the direction toward ful- 
ness of international labor statistics than toward 
their comparability. For example, the recent 
trend in labor statistics in the United States has 
been away from the accepted European pattern, 
toward new concepts and new methods. A new 
concept of “labor force” was introduced in our 
last census of population. A new method of 
measuring employment and unemployment is 
used in our monthly labor market surveys. A 
completely new branch of labor statistics 
emerged from the operation of our social secu- 
rity program. All in all, the gap between present 
labor statistics in the United States and pre-war 
data for European countries is wider than ever 
before. 

After the war is over, the international stand- 
ardization of labor statistics will be a part of the 
reconstruction of international relations. In 
many respects, this task will be more difficult 
than it was in 1923 or 1925, when the first inter- 
national conferences of labor statisticians con- 
vened in Geneva. The reviewed report of the 
L.L.0, although it does not cover all the prob- 
lems involved, constitutes an excellent introduc- 
tion to the forthcoming discussion. 


W. S. WoyTINsKy 
Washington, D.C. 


Small Business and Venture Capital: An Eco- 
nomic Program. By RupotpH L. WEISSMAN. 
New York: Harper & Bros., 1945. Pp. 
xii+174. $2.00. 


The present monograph is, in the words of 
the author, ‘‘an attempt to describe the pesition 
of small and medium-sized business, analyze 
some of the major problems facing this segment 
of the economy, and outline a number of inte- 
grated proposals for their preservation and 
well-being.” The author devotes a chapter to 
defining with care and precision the position of 
“small” businesses in the whole business popu- 
lation. Two chapters follow on the financial 





problems of small business and on various plans 
for solving them. A further chapter presents the 
case for federal licensing of all corporations 
engaged in interstate commerce. Still another 
chapter skims hurriedly (in 13 pages!) over the 
three large subjects of federal tax reform, ac- 
tions under the antitrust laws, and revision of 
the patent laws in their relation to small enter- 
prises. The two remaining chapters treat of the 
impact of the war on the small firm and of 
methods of limiting corporate size. 

Weissman’s book performs the very useful 
function of making available to the general 
reader a good collection of materials and ob- 
servations on the subject of small business. It is 
not—as the author concedes in his Preface—a 
definitive treatise or tract. Neither does it 
contain much original data or analysis. The 
author’s philosophy and.a considerable part of 
his data are drawn—rather uncritically—from 
the publications of the Temporary National 
Economic Committee, and much of the materials 
on the financing of medium and small concerns 
developed by the Financial Research Program 
of the National Bureau of Economic Research 
apparently has not been considered. 

A novel feature of the monograph is a pro- 
posal to establish a federal reserve investment 
corporation, with branches in the several Fed- 
eral Reserve districts, to come under the gen- 
eral management of the Federal Reserve author- 
ities and with power to make loans to, and pur- 
chase the preferred stocks of, business concerns 
in their respective territories. Beyond doubt, 
better financial machinery for providing equity 
funds to medium and small concerns is needed, 
but Weissman does not explain why investment 
companies of this kind should not be developed 
under private auspices. Nor does he make out a 
convincing case that Federal Reserve manage- 
ment would provide the risk-taking, entre- 
preneurial action that is required. 

Since the middle 1930’s a rising tide of at- 
tenticn has been given by Congress, business 
organizations, and academic economists to small 
business in the United States. This increasing 
solicitude for the future of small enterprises is 
entirely commendable. But is it being accom- 
panied by rigorous and cogent analysis? Or is 
“small business” evoking the same half-emo- 
tional discussion that usually accompanies that 
other nebulous but politically popular subject— 
the “common man”? Are the really salient 
questions about American small business being 
asked? 
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In the opinion of this reviewer, wise public 
policy in relation to small business cannot be 
formulated until the following fundamental 
questions, among others, receive careful treat- 
ment: What business birth rate is normal for 
a healthy American economy? What mortality 
rate should be expected, for businesses of differ- 
ent ages, in a healthy economy? Should it be an 
aim of social policy to subsidize small enter- 
prises? If so, should the subsidy take the form 
of credit at less than cost, equity funds at less 
than cost, free management counsel, or should 
it take other forms? To what extent should pub- 
lic policy aim to reduce “‘bigness”’ rather than to 
subsidize “‘smailness”? To what extent would 
the “problem” of small business disappear in an 
economy of high and expanding levels of pro- 
duction and employment, free from severe 
depressions and possessing adequate safeguards 
against uneconomic combinations in the bus- 
iness, labor, and agricultural fields? 

Weissman does not squarely face these is- 
sues; and neither has any other writer on small 
business. It is no detraction from the many 
positive merits of Weissman’s book to ask that 
academic students should hereafter consider the 
problem of the new and small enterprise within 
a broader frame. 

Nett H. JacosBy 
University of Chicago 


Theoretische Grundlagen der Wirtschafispolitik, 
Band I: Die Argumente der Wirtschaftsfrei- 
heit das Modell der vollkommenen Konkurrens 
und seine Anniherungen an die Wirklichkeit. 
By WALTER Apo.F Jone. St. Gallen: Fehr’- 
schen Buchhandlung, 1943. Pp. xv-+267. Fr. 
18. 


On the whole, this is a thoughtful and learned 
book which, while not breaking much new 
ground, will convey to the German-speaking 
reader a fairly accurate account of the main re- 
sults of modern economic theory, both Anglo- 
Saxon and Continental. 

After a not very fortunate Introduction, in 
which the author seems to dwell too long on the 
process of his own intellectual development, and 
which is less succinct and clear than the later 
portions of the text, the first part deals with the 
ideological roots or components of liberalism. 
The author tries to distinguish between meta- 
physical, empirical, and hypothetical founda- 
tions of liberalism, subdividing the former cate- 
gory into liberalism founded in concepts of nat- 
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ural law (“Naturrecht”), scientific liberalism 
(“Liberalismus der im Naturgesetz begriindet 
ist”), and harmonistic liberalism. 

These discussions, while often stimulating in 
detail and showing a considerable range of 
knowledge reaching into philosophy, do not 
make the validity and usefulness of those dis- 
tinctions evident enough and are particularly 
unconvincing in the occasional tendency to 
claim a historical sequence of the so distin- 
guished logical phases of economic liberalism. 

The so-called “hypothetical liberalism”’ is, 
in fact, nothing but the method of “abstract” 
theorizing from an imagined pure model of a 
perfectly competitive economy propelled by 
purely economic and rational motives, which, 
of course, all liberal theorists used, as the au- 
thor rightly states in another place. 

The second and longer part of the book starts 
from the last-mentioned discussions and is de- 
voted to the presentation of pure economic 
theory, first, of the perfectly competitive econ- 
omy and, then, of the economy as disturbed by 
monopoly, oligopoly and imperfect competition, 
“frictions,” modification of the economic motive, 
and “power.” In doing so it reproduces the 
main body of recognized economic theory up to 
John Maynard Keynes, Pigou, and Chamber- 
lin, on the whole, quite well. In the effort of 
gradual approximation to reality, through the 
discussion of monopoly, etc., only such tenden- 
cies are discussed which are still compatible 
with the aim for a competitive and self-equili- 
brating economy. In these discussions some fine 
remarks show the fruitful occupation of the au- 
thor with the work of the German neohistorical 
school (M. Weber, Sombart), but a picture of 
real economic life (even granting the before- 
mentioned abstractions) does not result. Politi- 
cal factors and their influence on capital dis- 
position and currency and other dynamic fac- 
tors are too little considered, and, of course, the 
author is unable to supplement a qualitative 
analysis of the disturbances with a quantitative 
one. 

The book is a useful tool for spreading infor- 
mation on modern theory among German-read- 
ing economists and quotes much good literature. 
It is, emphatically, no more a foundation for 
economic policy than any other theoretical 
treatise. The political conclusions are, accord- 
ingly, general and rather trite and, to this re- 
viewer’s mind, do not necessarily follow from 
the text. The great problem of our day is hardly 
touched upon: Can we continue to have an indi- 














vidualistic, or, better, personalistic, culture if we 
regiment economic life, or such large growing 
segments of it, that the remainder loses vitality 
and the capacity for spontaneous action, or will 
the control of economic fortunes by public au- 
thority result in tying mind and soul of man to 
officially propagated ténets? To say that meta- 
physical liberalism did not even mention per- 
fect competition proves, of course, nothing in 
this respect. The author may have reserved these 
discussions for the future volume which he 
promises. 

HERBERT VON BECKERATH 
Duke University 


Geopolitics: The New German Science. By AN- 
DREW Gyorcy. (“University of California 
Publications in International Relations,” 
III, No. 3, 141-304.) Berkeley: University of 
California Press, 1944. Pp. vi+163. $1.50. 


This is an intensive academic study of the 
history and analysis of geopolitical doctrines. 
As a discussion of abstract ideas and words, 
there is no absolute requirement for maps or 
other illustrations, and, unlike more concrete 
works on geopolitics, the book contains none. 

The background is one of studious reading in 
the specific field of the subject. The work is 
abundantly documented with both textual 
quotations and footnote references. Neverthe- 
less, the line of thought is that of the author 
and is not governed by the authorities quoted. 
The author’s viewpoint is definite and fixed, 
and the quotations are selected to illustrate his 
thought. As the viewpoint of a sincere, intelli- 
gent, thoughtful student, this is worthy of at- 
tention. 

The faults are those of any work in which 
the quoted words of many people are grouped 
and classified in simple schemes of thought. 
Oversimplification is necessarily involved and 
can be kept within reasonable limits only by the 
knowledge of the author. The apparent knowl- 
edge in this case extends well over some aspects 
of international relations but not over all. There 
are generalizations characterizing the ideas of 
“politicians,” “geographers,” “geopoliticians,” 
and “Americans,” as if the members of each 
group agreed among themselves and were rep- 
resented by authoritative quotation. In view of 
the known varieties of opinion within groups, 
too much simplification is here apparent. 

In a way the book is misnamed “The New 
German Science,” if it be assumed that a sci- 
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ence is more than a tool of political action. The 
question of scientific quality is raised at the be- 
ginning, and the immediate answer brands 
geopolitics as a pseudo-science. In the Preface 
the author states: 


My personal feeling and conviction are that geo- 
politics started out originally as a serious-minded 
science of modern political geography. After the 
triumph of the National Socialist revolution, how- 
ever, it developed into a full-blown Staatswissen- 
schaft, the science of a new totalitarian state seeking 
eventually to achieve a geographic and political 
domination of the world. 


Following the Preface, the text of 143 pages is 
an elaboration of this thesis with documentary 
support. In the last chapter the thesis is re- 
stated in different words: 


Present-day German geopolitics is a distorted, 
degenerate version of political geography. Originally 
an objective and scientific discipline, political geog- 
raphy has been impressed into the service of cer- 
tain political ideologies and under National Socialist 
influence has become the docile soundingboard for 
European fascism. 


The book ends with a good “Bibliography of 
Geopolitics,” well arranged by countries of au- 
thors, offering the reader a means for reaching 
his own conclusions. 

RosBeErt S. PLattT 


University of Chicago 


How High Are United States Tariffs? By AmeEni- 
CAN TaRiFF LEAGUE. New York [1942]. Pp. 
17+Exhibits A-1 to I, incl. 


In this study certain anonymous experts of 
this country’s leading protectionist organiza- 
tion have attempted to devise a yardstick to 
compare American tariffs with those of eighteen 
other countries. The results of their extended 
computations, which required three years for 
their completion, are presented in the accom- 
panying table in the form of index numbers, the 
United States being taken as 100. 


ere 465.0 United Kingdom. 118.3 
pO 359-6 Argentina....... 110.0 
Germany...... 279.0 United States..... 100.0 
eer eS ee 98.0 
Greece........ 166.0 Belgium......... 96.8 
Hungary...... 160.0  Feates.........- 85.0 
is ns 550490 $08.6 GRUB... ...0- 6.3 
Mexico........ 149-0 Netherlands 37-4 
RR 130.0 Sweden......... 32.8 
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According to these calculations, based on 
1937 data, the tariffs of the United States are 
not high; in fact, they are among the lowest in 
the world. This conclusion, which will surprise 
most students of commercial policy, deserves 
examination from two points of view: (1) its 
statistical basis and (2) its economic signifi- 
cance. 

The problem of constructing a comparable 
series of averages, each of which will express in 
a single figure the height of a national tariff, has 
no satisfactory solution. The League of Nations 
study published in 1927, which, incidentally, 
placed the United States among the highest of 
high-tariff countries, was subject to consider- 
able criticism as a statistical job. The difficulties 
in securing comparable data are formidable. 
Owing to the great variety of commodities en- 
tering into international trade and the lack of 
uniformity in customs nomenclature, it is prac- 
tically impossible to find among industrial prod- 
ucts imported into twenty countries a repre- 
sentative list of exactly comparable products. 
On this account the comparisons are likely to be 
based, as in the present study, on staples. But 
in countries like the United States the effect 
of tariffs is to cut down the import of such 
staples and to concentrate trading on special- 
ties. Equally formidable is the difficulty arising 
from diverse methods of valuation and of assess- 
ment of duties. But, supposing that comparable 
data can be assembled, there is still the diffi- 
culty of sampling and constructing weighted 
averages, avoiding in the process the effects of 
the import duties which you are attempting to 
measure. 

The authors of the present study have pro- 
ceeded boldly to cut some of these Gordian 
knots. They first make up a cargo of goods 
worth $100,000,000. Setting out from an imag- 
inary island, the ship containing this cargo en- 
ters the port of New York, where the requisite 
duties are paid. It then enters the harbors of 
eighteen other countries successively. The com- 
puted duties are then compared, resulting in the 
table presented above. The commodities com- 
posing the cargo are those most important in 
domestic consumption in the United States, as 
shown by the United States Bureau of Labor 
statistics. The share of each component in the 
total cargo is the same as its share in American 
domestic trade. Thus the American tariff now 
in effect has, through its influence on consump- 
tion, to some extent weighted the result. The 
components of the cargo are valued at arbitrary 


prices based on the average of the import and 
export prices of the United States and the 
United Kingdom. These methods, although they 
avoid some of the grosser statistical errors often 
met in tariff comparisons, nevertheless put the 
inquiry on a thoroughly hypothetical basis. The 
“cargo” has no relation; either in quantities or 
in values, to the actual imports of any of the 
nineteen countries in 1937. In fact, the inquiry 
is directed solely toward finding out what would 
have been the duties charged in nineteen coun- 
tries on a hypothetical assortment of goods, 
with hypothetical unit values, had they actually 
been presented at the ports of each country. 
Such a procedure may indicate in a very rough 
way the obstruction to international trade af- 
forded by the various national tariffs, but even 
here the results should be used with great cau- 
tion. It cannot be assumed without proof that 
a 30 per cent duty, for example, on a certain 
grade of cotton cloth would have a uniform ef- 
fect in checking imports in each one of a group of 
countries, because of variations in the elasticity 
of demand for that commodity. Furthermore, 
the effects of tariffs vary according to the stand- 
ard of living and the national income of the 
countries imposing them. Obviously, a mere 
comparison of rates of import duties, no matter 
how carefully constructed, cannot take account 
of either of these important factors. 

As a yardstick for comparing the protective 
effect of national tariffs, the Tariff League’s 
publication has even less value. The commod- 
ities selected are not sufficiently specialized to 
indicate the impact of United States tariff duties 
on imports. For example, take cotton cloth, 
bleached. In the American tariff there are over 
100 duties on this item, varying according to 
yarn count; in 1937 they ranged from 13 to 40 
per cent ad valorem. This study selects 22 per 
cent as the average United States duty, a figure 
which falls far short of showing the effect of the 
United States tariff in excluding the finer cloths. 
The same defect is apparent in the calculation of 
duties on woolen goods, chinaware, and the 
manufactures of iron and steel. 

Even more damaging to the usefulness of the 
study as a measure of tariff protection is the 
fact that no attempt is made to discriminate be- 
tween protective and revenue duties. For exam- 
ple, take coffee, tea, and cocoa beans. These sub- 
stantial items, 7.5 per cent of the total value of 
our imports in 1937, entered duty free into the 
United States; but in the other eighteen coun- 
tries they were uniformly dutiable, in many 
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cases at substantial rates. The foreign duties, 
however, were imposed as a rule not to protect 
a domestic industry (none of the countries grew 
tea, and only Brazil and Mexico produce coffee 
and cocoa beans) but as revenue measures. Like- 
wise, import duties on petroleum and its prod- 
ucts are a part of our protective system, but in 
1937 in the United Kingdom and many of. the 
eighteen countries they were imposed not pri- 
marily to protect a domestic industry but as rev- 
enue producers. 

Aside from customs duties, there are in every 
country tariff barriers whose effects defy mathe- 
matical comparison. Among these are quotas, 
prohibitions, licensing systems, exchange con- 
trol, and the whole network of administrative 
provisions, which in every country supplement 
and reinforce customs duties. In the document 
under review the authors have frankly limited 
their work to import duties. They take no ac- 
count of quantitative restrictions or of effects of 
exchange control or of administrative protec- 
tionism. If mathematical comparisons were their 
object, the authors of the inquiry necessarily 
had to exclude them, but in so doing they have 
given an unrealistic slant to the inquiry. Excise 
duties are also excluded, although in many cases 
they have a protective effect. Thus the taxes 
which the United States imposes on imports of 
coal, fuel oil, lumber, copper, and cocoanut oil, 
being officially camouflaged under the term “‘ex- 
cises,” do not appear in these calculations. 

These figures, coming from a protectionist 
organization at a time when tariff reduction is 
being advocated, are quite likely to be cited 
as proving that there is no need for touching the 
Hawley-Smoot rates. Of course, they prove 
nothing of the kind. They are not reliable meas- 
ures, either of the relative obstruction which 
United States duties oppose to international 
trade or of the degree of protection afforded to 
United States industry. It is probably not pos- 
sible tomake a statistically satisfactory compari- 
son of tariffs for either purpose. But let us sup- 
pose for a moment that it were and that these 
figures actually indicated that, relative to the 
tariffs of other countries, United States import 
duties were low. Would that fact constitute a 
conclusive argument against tariff reduction in 
this country? I think not. Protectionists them- 
selves argue that our tariff policy should be 
based on national self-interest, broadly con- 
ceived. Accepting that point of view, it follows 
that whether the general level of duties or rates 
on any particular good is too high or too low 
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depends on the effect on our balance of pay- 
ments, on employment, and on the effective use 
of our own rich natural resources. On all these 
counts our national interest at present demands 
tariff reduction leading to an expansion of im- 
ports as a part of a general program of expan- 
tion of international trade. 


Percy W. BIDWELL 


Council on Foreign Relations 
New York City 


Fur: A Study in English Mercantilism, 1700- 
1775. By Murray G. Lawson. (“University 
of Toronto Studies, History and Economics 
Series,” Vol. IX.) Toronto: University of 
Toronto Press, 1943. Pp. xxiii+140. $1.75. 


Students of English mercantilist policy will 
welcome Dr. Lawson’s essay. Confining itself 
strictly to the British fur trade and hat industry 
without raising wider issues of mercantilist poli- 
cy or of historical causation, this monograph is 
a valuable case study. 

Harold A. Innis contributes a Foreword 
which presents a succinct historical account of 
the North American fur trade. The author’s 
chapters discuss successively (1) the relation- 
ship of fur and hats and the rise of the English 
hat industry; (2) the attempts of the hatters to 
secure legislation protecting their special in- 
terests; (3) the sources of Britain’s fur supplies, 
her export trade in furs and hats, and the effect 
of these variable conditions upon protectionist 
devices adopted for the sake of the hat industry; 
(4) the problem of imperial regulation of the fur 
trade in the northern American colonies; and 
(5) conclusions. 

The English hat industry was in an advan- 
tageous position to press Parliament for pro- 
tectionist legislation. It was by far the largest 
consumer of fur, and its requests were in full 
accordance with the prevailing mercantilist con- 
ceptions of favoring export industries. The home 
market was protected by prohibitive import 
duties on foreign hats. To further hat exports, 
import duties on fur were reduced to a nominal 
amount; the removal of export duties on hats 
was followed by a gradual increase in export 
duties on furs; fur was made an enumerated 
commodity in order to discourage colonial ex- 
ports outside the Empire; wage-raising activi- 
ties of the journeyman hatters were curbed; and 
the younger straw-hat industry—competing in 
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the domestic market—was discouraged. Only 
the industry’s demand for legislation against 
the monopolistic practices of the Hudson’s 
Bay Company were rejected. As long as French 
designs in North America menaced the English 
colonies, the Company enjoyed primary atten- 
tion. Narrower economic interests were sacri- 
ficed to wider imperial interests. 

In addition to the British control of impor- 
tant fur supplies, these protectionist measures 
undoubtedly explain the phenomenal expansion 
of English hat exports in the middle of the 
eighteenth century. But no amount of state 
help could prevent their precipitous decline 
even before the American War of Independence 
when competing hat industries were fostered in 
France and other European countries. 

Lawson’s study offers no startling conclusions 
except perhaps in so far as the significance of 
the fur trade in mercantilist policy and legisla- 
tion is contrasted with its insignificance in the 
total English economy, or even in the total econ- 
omy of the American colonies. “....in the 
eighteenth century, despite the romanticism 
with which the fur trade has been clothed by its 
narrators, despite its significance in the Anglo- 
French struggle for the North American conti- 
nent, it was actually of no real importance 
either to the English or the American economy” 
(p. 72). 

K. E. Knorr 
Stanford University 


Trends in European Social Legislation between 
the Two World Wars. By ALEXANDER LorcH. 
Foreword by B. MIRKINE-GUETZEVITCH. 
(“Institute of Comparative Law, Ecole libre 
des hautes études,” Vol. III.) New York: 
Institute of Comparative Law, 1943. Pp. 
148. 


This is a brief statement of the social legisla- 
tion enacted by the Weimar Republic and by 
the various governments of France during the 
period between the two world wars. A prelimi- 
nary chapter outlines the general political and 
economic setting in each country; separate 
chapters on collective bargaining, mediation 
and arbitration, and employee representation in 
the shop summarize in usable form the provi- 
sions of the basic legislation in each country and 
show the extent to which the laws achieved the 


general aim of guaranteeing to labor an en- 
larged scope of activity in industrial relations. 
One may glean from the book some lessons 
about those administrative devices and pro- 
cedures which help and those which hinder the 
successful working of collective bargaining and 
arbitration activities. One wishes that space had 
permitted so well qualified an author to supple- 
ment the text with lively case studies of the ex- 
perience in specific trades and plants, the actual 
operation of labor courts, and the variety of per- 
sonalities through whom the laws found expres- 
sion. In so small a book the author has oppor- 
tunity only to suggest these fascinating fields of 
information. 

Another, and more fundamental, range of in- 
quiry is touched upon but not fully explored. 
That is the question of the conditions under 
which legal compulsion is an effective tool for 
furthering the aims of collective bargaining. 
The story of the experience in Germany and 
France suggests some of the conditions which 
must be present if good results are to be 
achieved. Collective bargaining in those coun- 
tries during the 1920’s and 1930’s was a com- 
promise between the claims of an autocratic 
employer, on the one hand, and a revolutionary 
proletariat, on the other. The lesson from the 
European experience appears to be that legisla- 
tion is appropriate when it implements a policy 
upon which the two parties have already 
reached substantial agreement, but that it is 
futile in the field of collective bargaining unless 
workers, by virtue of their economic power, have 
won a position which employers are bound to 
respect. Legal regulations imposed in the ab- 
sence of these conditions are a source of destruc- 
tive friction and even of political revolt. In both 
Germany and France the protection given col- 
lective bargaining strengthened and stabilized 
the status of those unions which were sufficient- 
ly developed to make effective use of the advan- 
tage conferred by law. Their growing might was 
viewed with apprehension and resentment by 
large and small employers and by a substantial 
segment of conservative middle-class opinion. 
Fascist governments were aware of this conflict 
and accordingly struck their first blow not only 
at the legislation which they found offensive 
but also at the trade-unions themselves. 


HELEN FISHER HOHMAN 
Evanston, Illinois 





o's 


eT TT o@eaawaes "ss 7 


. & 


l- 





BOOK REVIEWS 381 


Taxing To Prevent Inflation: Techniques for Es- 
timating Revenue Requirements. By CARL 
SHoup, Mitton FRIEDMAN, and Ruts P. 
Mack. New York: Columbia University 
Press, 1943. Pp. xii+-236. $2.75. 

As Mrs. Mack states, the rarefied atmos- 
phere of these pages is for the skilled climber. 
There are four fairly distinct parts: a discussion 
of a method of forecasting the revenues needed 
to prevent inflation, an examination of the 
types of taxes most suitable for use in prevent- 
ing inflation, an analysis of methods used by 
others in determining the imminence of infla- 
tion, and, most ambitious of all, an attempt to 
develop a method of predicting changes in the 
money national income. 

To begin with the retrospect, Milton Fried- 
man analyzes the efforts of pioneers in the field 
of inflation forecasting and, while giving due 
credit to their pathfinding efforts, finds their 
methods inadequate for the wartime emergency . 
Among the methods discussed are J. W. Angell’s 
quantity theory of money method, the estimat- 
ing of possible physical expansion of industrial 
sectors by A. G. Hart and others at Iowa State 
College, the “inflationary gap” concept as de- 
veloped in the British White Papers, and the 
savings-offsets methods as used in various 
United States agencies, including the work of 
R. V. Gilbert and V. Perlo of the O.P.A. The 
methods used in the first and last sections of the 
book are essentially refinements of the “gap” 
analysis. 

The “gap” analysis used in the first section 
is simplified by the assumption throughout 
most of the discussion that sufficient taxes 
would be imposed so that there would be no gap 
and no price rise. The treatment adopted has 
the merit that the component parts are broken 
down in great detail so as to permit each to be 
estimated by a specialist in the field, with a 
minimum of over-all guesswork and a maximum 
likelihood that important influences will be 
brought to light and not overlooked. Even so, 
the authors recommend that, with rapidly in- 
creasing volumes of statistical material avail- 
able, the fineness of the breakdown of the com- 
ponents could profitably be increased even fur- 
ther. The actual figures advanced are now, of 
course, of historical interest only, and indeed 
averting inflation by fiscal policy became a 
somewhat different problem as war produc- 
tion passed the peak. The discussion is frankly 
& presentation of method in the hope that the 





required basic statistics can be improved suffi- 
ciently to permit reasonably reliable results to 
be obtained. 

The second section discusses chiefly the rela- 
tive merits of a retail sales tax and a source- 
collected income tax as a means of raising the 
additional revenue required, other possible 
sources being dismissed rather briefly. 

The final section attempts to analyze the 
trends of money national income in terms of the 
relation or “gap” between producers’ antici- 
pated money sales (“goods ready for sale”) and 
consumers’ anticipated purchases (“ready pur- 
chase money”), again with the pertinent factors 
and their sources set forth in great detail and on 
the general assumption that plans are made on 
the basis of experience one month previous. It 
is suggested that the same method, with more 
adequate basic data, could be modified to pre- 
dict the turn of the business cycle. Possibly the 
first serious use of such a method would come in 
the prediction of the trend of income during 
reconversion. 

A substantial step into a field replete with 
uncertainty and confusion, this book is at once 
evidence of progress and a revelation of the dis- 
tance yet to be traveled. 

WILLIAM VICKREY 
Mount Weather, Virginia 


Michigan Highway Finance. By Rosert S. 

Forp and Marvin A. Bacon. (“University 

of Michigan Governmental Studies,” No. 12.) 

Ann Arbor: University of Michigan Press, 

1943. Pp. viii+-191. $0.75. 

This excellent monograph, one of a current 
series, is primarily an examination of three con- 
temporary issues in highway finance, especially 
as they apply to Michigan. These issues are: 
(x) allocation of highway costs among different 
groups of taxpayers; (2) allocation of the share 
of highway costs attributable to motorists 
among classes of motor vehicles; and (3) alloca- 
tion of motor vehicle tax revenues among vari- 
ous units of government. In addition, the book 
contains a historical study of the development 
of highway finance and administration in Michi- 
gan since the pre-motor vehicle era. Naturally, 
the book is written with primary emphasis on 
Michigan, yet it has real interest for the student 
of highway finance in its general treatment of 
the three issues mentioned above, which are 
also issues of public policy across the country. 
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In the analysis of cost allocation among dif- 
ferent classes of taxpayers, the writers are im- 
pressed by what they feel to be reasons for and 
tendencies toward a “commercial policy in high- 
way finance,” that is, a policy of determining 
highway expenditures by the needs of special 
beneficiaries and of placing roads on a self- 
supporting basis. They look with favor, there- 
fore, on the movement toward motor-vehicle 
taxes and away from property taxation, which, 
although a nation-wide development during the 
motor-vehicle era, has gone especially far in 
Michigan (pp. 140-41). The reviewer happens 
to agree with Ford and Bacon, but it should be 
pointed out that some general fiscal analysts do 
not accept the commercial or even the special- 
benefit approach to highway taxation today, 
regarding motor vehicle taxes as simply addi- 
tional examples of state general taxes falling on 
consumption.? 

In discussing cost allocation among classes 
of motor vehicle users, the writers analyze the 
two main approaches to cost allocation: the in- 
crement and the ton-mile methods. The former 
assumes that motorists requiring investment in 
extra facilities should bear the extra cost which 
they occasion, plus their share of supplying 
basic facilities needed by all classes of vehicles. 
The second method would allocate costs on the 
basis of use exclusively, as measured by total 
ton-miles traveled in a given period. Ford and 
Bacon find, as have others before them, that 
engineers have never agreed what increments 
of cost are necessary for what vehicles, but they 
are also able to cite important disadvantages 
of the ton-mile method. They find the trend 
of practice is toward a rough approximation of 
the increment method, which means in Michi- 
gan a combination of a motor fuel tax and a 
graduated weight (license) tax imposed on all 
types of vehicles. (Common and contract car- 
riers must pay a graduated mileage tax also.) 

A third main problem discussed is the appor- 
tionment of motor vehicle tax revenues among 
different road systems and units of government. 
The writers believe that motor vehicle revenues 
should be allocated on the basis of relative use 
made of highway facilities. The existing Michi- 
gan pattern, however, presents something far 
from this type of allocation, especially in the 
case of city streets. In the reviewer’s opinion, 
the continuous pulling-and-hauling among local 


*See Alvin H. Hansen and Harvey Perloff, 
State and Local Finance in the National Economy 
(New York, 1944), p. 37- 


units of government for state highway revenues 
can be ended only by establishing one highway 
authority for the entire state. This authority 
should use funds where they are needed the 
most, which may not agree with the existing di- 
vision of traffic among road systems. Some roads 
or streets now carrying a small volume of traffic 
might carry much more if they were improved. 
Ford and Bacon have nowhere faced up to a 
state highway authority as a solution for their 
third problem, though the establishment of 
such an authority would be directly in line with 
the historical development toward centraliza- 
tion in highway administration which they 
have so clearly traced. 

Epwarp D. ALLEN 
Towa State College 


State Taxation of Metallic Deposits. By WARREN 
Auprich Roserts. (“Harvard Economic 
Studies,’’ Vol. LX XVII.) Cambridge: Har- 
vard University Press, 1944. Pp. xiv+4oo. 
$4.50. 

From the title of Professor Roberts’ book and 
the Table of Contents the reader might assume 
that the text was largely devoted to a discussion 
of state methods of taxing mineral resources and 
an evaluation of these methods. Such an as- 
sumption is only partly correct. The emphasis is 
not on the results but on the play of forces that 
led to the adoption of one form of taxation or 
another. In other words, the book is a case study 
in political science or, more simply, politics, in 
which the reader is taken backstage to view the 
contestants making ready for the show before 
the legislature. The author states in his opening 
chapter that the conditions for such a study are 
nearly ideal because “the nature of the partici- 
pants and the prize vary slightly from state to 
state,’ even though the strategy differs. The 
contest is described as “‘the efforts of a minority 
to protect its wealth from capture by the major- 
ity,” or, conversely, the efforts of the agrarian 
sections to see that the foreign capitalist pays his 
share of the tax bill. 

Mines differ from other property in the three 
following important respects: (1) difficulty of 
appraisal, (2) limitation of the life of the de- 
posit, and (3) the “unique position of mineral 
deposits, as a type of property, within the po- 
litical economy.” For these reasons states have 
failed to enforce the ad valorem tax. The first 
chapter points out these failures in general. The 
following chapters are devoted to some basic 
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principles of the economics of mining, followed 
by a discussion of “the science of pressure group 
activity” as exemplified in several states. 

Particular attention is given to the states of 
Arizona, Minnesota, and Michigan. In Arizona 
the contest led by the aggressive agrarian, C. M. 
Zander, was even mixed up in the question of 
the admission of the state into the Union; but in 
the state, the mineowners were not of one mind. 
Out of the volcanic political scene emerged the 
tax commission to administer the ad valorem 
tax on mines and, as an important part of the 
program, to synthesize the entire property tax. 
This history of the establishment of tax commis- 
sions was repeated in several other states. 

Michigan and Minnesota exemplify a con- 
trast. Mineowners in Minnesota strongly pro- 
tested the property tax, while those in Michigan 
accepted it, even though the taxes in both 
states were much higher than in the West. The 
reaction in Minnesota was due largely to the 
extravagance and wastefulness of the many 
Range towns, as illustrated by Hibbing. 

One looks in vain for the economist’s con- 
clusions as to the soundest basis for mine taxa- 
tion. The reader also regrets the lack of an in- 
dex. The final chapter deals with political phi- 
losophy, ending on an enigmatic note. 


Gtiapys C. BLAKEY 
Minneapolis, Minnesota 


Development of Two Bank Groups in the Central 
Northwest: A Study in Bank Policy and Or- 
ganization. By CHARLES STERLING POPPLE. 
Cambridge: Harvard University Press, 1944. 
Pp. xxv+418. $4.50. 


Mr. Popple’s account of banking in the 
Northwest, centering in St. Paul and Minne- 
apolis, is packed full of factual material, much 
of which would not ordinarily be available to 
historians and economists. On the whole, it is 
interestingly written, although at times the 
amount of detail is excessive and tedious. Never- 
theless, it is precisely this concern with minutiae 
that occasionally becomes very interesting. 
Thus there is given a series of letters between 
country and Twin City bankers, written during 
the depression of 1920-21, which is more reveal- 
ing than any bald enumeration of the facts 
could possibly be. Likewise, the discussion of 
the motives that prompted certain bankers in 
1929 to undertake the organization of the two 
large bank groups is of more than ordinary in- 





terest. Apparently the author was granted al- 
most unlimited access to the records of some of 
the large banks. 

The settlement and development of the re- 
gion, which is now the Ninth Federal Reserve 
District, is related with many detailed illustra- 
tions of the activities of individuals and locali- 
ties. Settlement preceded the railroads and, of 
course, was, in the first instance, close to means 
of communication by water. There was no 
railroad running out of St. Paul until 1862 and 
no rail connection with Chicago until 1868. The 
first banking institution in St. Paul (the head of 
navigation on the Mississippi) was organized in 
1852 by two employees of the American Fur 
Company. A second was organized in 1853, and 
a third in 1854. 

Industry and banking grew in the robust 
manner characteristic of the frontier. The larger 
banks of the Twin Cities became correspondents 
for the country banks, and in this capacity they 
performed the usual functions of correspondent 
banks. 

The earliest bank chain in the region was 
organized by the Union Investment Company 
in 1903. This never became large, nor did any 
of the several other chains organized between 
1903 and 1929. In the latter year were organized 
the two groups which became dominant in this 
field. These were the Northwest Bancorporation 
and the First Bank Stock Corporation. They 
developed with extreme rapidity, having ac- 
quired, by the end of 1930, 10 per cent of the 
banks of the region (222 out of 2,118), although 
the banks acquired had over 40 per cent of the 
total deposits. A small number of additional 
banks was acquired during 1931, but thereafter 
there was some contraction. By the end of 
1940 each of the two groups included some 80 
banks. They held, together, $885,000,000 of de- 
posits, out of total deposits for the region of 
$1 630,000,000. 

Despite the fact that their period of organi- 
zation had not been completed when the de- 
pression began in late 1929, the two dominant 
bank groups show relatively good records for 
the 1930’s. While they suffered losses them- 
selves, no losses were imposed on their deposi- 
tors. 

While the author professes to believe in com- 
petition, he is nevertheless very solicitous that 
it be “fair,” that “rules be observed,” that there 
should be no “cut-throat” competition, that 
banking should not be “senselessly competitive,” 
and that competition should not be too “costly.” 
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This sounds very much like the businessman 
type of apology for monopolistic practices 
which he would like to be permitted to con- 
tinue. 

We are told that group banking is “logical,” 
“evolutionary.” Monopoly is, indeed, the logical 
outcome of an inadequate antimonopoly policy 
on the part of the government and of the desires 

‘of businessmen to increase their incomes; and 
it is evolutionary in the same sense. While 
group banking is not necessarily monopolistic 
to a damaging extent, it is, nevertheless, a move- 
ment in that direction; and when two groups 
control approximately one-half of the deposits 
of a large region, as do the two chains in the 
Northwest, there is very definitely a significant 
degree of monopoly. 

The reviewer would like to enter a plea that 
the use of the word “capital” in referring to 
loanable funds be discontinued. Such usage is a 
direct invitation to misunderstanding and con- 
fusion. Popple himself is probably clear on this 
subject, and yet he occasionally makes state- 
ments that will surely confuse an unwary 
reader. Thus it is said that the “community had 
accumulated some capital’ and that this 
“‘would have been sufficient in the Twin Cities 
to supply local commercial needs if funds had 
been applied only to that use.” 

One of the distinctive characteristics of 
loanable funds is that, for the community as a 
whole, they cannot be accumulated, except to a 
minor extent as a revolving fund. With this ex- 
ception and ignoring funds obtained from in- 
flationary sources, loanable funds are savings 
from current income. They are therefore a most 
fleeting thing; and, unless they are caught “‘on 
the wing” and used for the purpose of diverting 
resources to the production of capital goods, 
they are lost forever. The terms “savings” and 
“loanable funds’ serve all the purposes for 
which the word “capital” is frequently used 
in this connection, and they are much less likely 
to cause misunderstanding. 

Those interested in the history of banking in 
the Ninth Federal Reserve District, but more 
particularly in St. Paul and Minneapolis, will 
find this book a rich source of information. 


Lioyp W. MINTs 
University of Chicago 


Tacoma, the City We Build: A Report from the 
Mayor’s Research Committee on Urban Prob- 


lems. By Paut R. Fossum. Tacoma: Tacoma 
City Council, 1944. Pp. vi+147. 


In this report presenting a plan for the future 
development of Tacoma, the chief point of in- 
terest to economists is probably the method of 
estimating the future population of the Tacoma 
region by analyzing its economic potentialities. 
It is estimated that the population of the Ta- 
coma Metropolitan Area will increase from 
156,018 in 1940 to 286,018 in 1960 and to 366,- 
018 in 1980. This forecast of an almost doubling 
in the population of this region within twenty 
years, coming at a time when previous predic- 
tions of population increases in most other areas 
are being pared down as a result of the marked 
slackening in the rate of American urban 
growth from 1930 to 1940, invites scrutiny. 

This rate of population growth for Tacoma 
is based on the premise that the present unde- 
veloped arable land of the Pacific Northwest 
will support a population increase of nearly 100 
per cent in the Puget Sound Region by 1980 
and that, with local food supplies sufficient to 
feed this many people at a reasonable cost as- 
sured, industries will be attracted to the area by 
the availability of labor. The whole question at 
issue, however, is the amount of additional em- 
ployment which can be provided by Tacoma in- 
dustries in competition with industries produc- 
ing the same types of goods in other cities and 
regions. The economic feasibility of extending 
the area of arable land by irrigation projects, 
when there are large surpluses of farm products 
in already developed agricultural areas, is open 
to serious question. Even if cheap local food 
were available, it would not necessarily insure 
lower labor costs or lower costs of production in 
this region than in other areas. Forecasting the 
future population and future employment pros- 
pects for any single city or region is a hazardous 
operation at best, although it is a task which 
cannot be avoided in city planning. Projections 
of future population growth of any urban re- 
gion can be fortified by careful studies of the 
past and prospective future trends of growth of 
each basic source of employment in the metro- 
politan area; but in the opinion of this reviewer 
this report, while excellent in its physical plan- 
ning aspects, does not adequately satisfy the re- 
quirements of an economic background survey 
of the Tacoma region. 

Homer Hoyt 


Regional Plan Association 
New York City 








Au 


Ba 


Ba 


Be 


Br 


Bu 


Ce 








BOOKS RECEIVED 


Arne, Sigrid. United Nations Primer. New York: 
Farrar & Rinehart, Inc., 1945. Pp. 156. 

Australia, Rural Reconstruction Commission. Fi- 
nancial and Economic Reconstruction of Farms: 
The Commission’s Fourth Report to the Honorable 
J.B. Chifley, M.P., Minister for Post-war Recon- 
struction. Canberra, 1944. Pp. 79. 

Baker, John Calhoun. Directors and Their Functions: 
A Preliminary Study. Boston: Division of Re- 
search, Graduate School of Business Adminis- 
tration, Harvard University, 1945. Pp. xiii+-145. 

Bank for International Settlements. Fourteenth 
Annual Report: 1st A pril 1943—31st March 1944. 
Basle, 1944. Pp. 313. 

Benham, Frederic. The National Income of British 
Guiana, 1942. Development and Welfare in the 
West Indies, Bull. 17, [n.d.]. (Obtainable from 
Advocate Co., Ltd., Bridgetown, Barbados, 
West Indies.) Pp. 42. 

Brazilian Government Trade Bureau. Corporations, 
Labor and Tax System in Brasil. New York, 1945. 
Pp. 134. 

Bryson, Gladys. Man and Society: The Scottish 
Inquiry of the Eighteenth Century. Princeton: 
Princeton University Press, 1945. Pp. ix+-287. 

Buchanan, Norman S. International Investment and 
Domestic Welfare: Some Aspects of International 
Borrowing and Lending in the Post-war Period. 
New York: Henry Holt & Co., 1945. Pp. xvi+ 
249. 

Bush, Vannevar. Science: The Endless Frontier: 
A Report to the President. Washington: Office of 
Scientific Research and Development, 1945. Pp. 
ix+184. 

Canada, Dominion of. Report of the Wartime Prices 
and Trade Board, January 1, 1944, to December 
31, 1944. Ottawa, 1945. Pp. 78. 

Canadian Journal of Economics and Political Sci- 
ence. Decennial Index: Volumes I-X (1935-1944). 
Toronto: University of Toronto Press, 1945. Pp. 


64. 

Chudson, Walter A. The Pattern of Corporate Finan- 
cial Structure: A Cross-section View of Manufac- 
turing, Mining, Trade, and Construction, 1937. 
(“Studies in Business Financing.”) New York: 
National Bureau of Economic Research, 1945. 
Pp. xiv+148. 

Cobban, Alfred. National Sel f-determination. New 
York: Oxford University Press (issued under the 
auspices of the Royal Institute of International 
Affairs), 1945. Pp. x+186. 

Committee on Postwar Tax Policy. A Tax Program 
for a Solvent America. New York: Ronald Press 
Co., 1945. Pp. x+278. 

Copland, Douglas Berry. The Road to High Employ- 
ment: Administrative Controls in a Free Economy. 


(“The Godkin Lectures at Harvard University, 
1944-1945.) Cambridge: Harvard University 
Press, 1945. Pp. 137. 

Crouch, Winston W., and McHenry, Dean E. Cali- 
fornia Government: Politics and Administration. 
Berkeley: University of California Press, 1945. 
Pp. 344. 

Dimock, Marshall Edward. The Executive in Action. 
New York: Harper & Bros., 1945. Pp. ix+276. 

Ebenstein, William. The German Record: A Political 
Portrait. New York: Farrar & Rinehart, Inc., 
1945. Pp. ix+334. 

Ellis, Howard S. Bilateralism and the Future of Inter- 
national Trade. (“Essays in International Fi- 
nance,” No. 5.) Princeton: Department of Eco- 
nomics and Social Institutions, International 
Finance Section, Princeton University, 1945. 
Pp. 22. 

Elmer, M. C. The Sociology of the Family. Boston: 
Ginn & Co., 1945. Pp. xxii+520. 

Embree, John F. The Japanese Nation: A Social 
Survey. New York: Farrar & Rinehart, Inc., 
1945. Pp. xi+ 308. 

Eppstein, John (ed.). Denmark. (“British Society 
for International Understanding, British Survey 
Handbooks,” No. 5.) Cambridge: At the Univer- 
sity Press; New York: Macmillan Co., 1945. 
Pp. 88. 

Eppstein, John (ed.). Hungary. (“British Society 
for International Understanding, British Survey 
Handbooks,” No. 4.) Cambridge: At the Univer- 
sity Press; New York: Macmillan Co., 1945. 
Pp. 88. 

Farnsworth, Helen C., and Timoshenko, V. P., with 
a Statistical Appendix by Rosamond H. Peirce. 
World Grain Review and Outlook, 1945. Stanford 
University: Food Research Institute, Stanford 
University, 1945. Pp. xi+319. 

Feis, Herbert. American Trade Policy and the Public: 
An Outline of Proposed National Economic Prob- 
lems. New York: American Enterprise Associa- 
tion, Inc., 1945. Pp. 34. 

Fink, Zera S. The Classical Republicans: An Essay in 
the Recovery of a Pattern of Thought in Seventeenth- 
Century England. (“Northwestern University 
Studies in the Humanities,” No. 9.) Evanston: 
Northwestern University, 1945. Pp. xi+225. 

Groves, Harold M. Financing Government. Rev. ed. 
New York: Henry Holt & Co., Inc., 1945. Pp. 
xv+653. 

Haavelmo, Trygve. The Probability Approach in 
Econometrics. (“Cowles Commission Papers,” 
N.S., No. 4.) Supplement to Econometrica, Vol. 
XII (July, 1944). Chicago: Econometric Society, 
University of Chicago, 1944. Pp. viii+-118. 


385 











386 


Hankey, Lord. Government Control in War: Lees 
Knowles Lectures, 1945. Cambridge: At the Uni- 
versity Press; New York: Macmillan Co., 1945. 
Pp. 88. 

Harris, Seymour E. (ed.). Ec ic Reconstruction. 
New York: McGraw-Hill Book Co., Inc., 1945. 
Pp. xii+424. 

Hayes, Carlton J. H. Wartime Mission in Spain, 
1942-1945. New York: Macmillan Co., 1945. Pp. 
viii+ 313. 

Hicks, J. R., and Hart, Albert Gailord. The 
Social Framework of the American Economy: 
An Introduction to Economics. New York: Oxford 
University Press, 1945. Pp. xvi+261. 

Kuczynski, Jiirgen. Germany: 1800 to the Present 
Day, Vol. IfI, Part I: A Short History of Labour 
Conditions under Industrial Capitalism. London: 
Frederick Muller, Ltd., 1945. Pp. 268. 

Labor Research Association. Labor Fact Book 7. New 
York: International Publishers Co., Inc., 1945. 
Pp. 208. 

Laidler, Harry W. British Labor’s Rise to Power. 
New York: League for Industrial Democracy, 
1945- Pp. 309. 

Lasser, David. Private Monopoly: The Enemy at 
Home. New York: Harper & Bros., 1945. Pp. x+ 
300. 

League of Nations. Commercial Policy in the Post- 
war World: Report of the Economic and Financial 
Committees. Geneva (New York: International 
Documents Service, Columbia University Press), 
1945. Pp. 124. 

Lewis, Cleona, assisted by Louise Bebb. Debtor and 
Creditor Countries: 1938, 1944. Washington: 
Brookings Institution, 1945. Pp. vii+-99. 

Lewisohn, Sam A. Human Leadership in Indusiry: 
The Challenge of Tomorrow. New York: Harper & 
Bros., 1945. Pp. viii+-112. 

Lutz, Harley L. Guideposts to a Free Economy: A 
Series of Essays on Enterprise and Government 
Finance. New York: McGraw-Hill Book Co., 
Inc., 1945. Pp. ix+-206. 

Merriam, Charles E. Systematic Politics. Chicago: 
University of Chicago Press, 1945. Pp. xiii+-349. 

Mints, Lloyd W. A History of Banking Theory 
in Great Britain and the United States. Chicago: 
University of Chicago Press, 1945. Pp. 319. 

Mitchell, Wesley C. The National Bureau’s First 
Quarter-Century: Twenty-fifth Annual Report, 
May, 1945. New York: National Bureau of Eco- 
nomic Research, Inc., Pp. 72. 

Morgan, Carlyle. Bretton Woods: Clues to a Mone- 
tary Mystery. Boston: World Peace Foundation, 
1945. Pp. vii+143. 

Moulton, Harold G., and Schlotterbeck, Karl T. 
Should Price Control Be Retained? Washington: 
Brookings Institution, 1945. Pp. 43. 

National Industrial Conference Board, Inc. Tax Re- 
lief under Section 722. (“Conference Board Re- 
ports, Studies in Business Policy,” No. 9.) New 
York, 1945. Pp. 48. 








BOOKS RECEIVED 


National Research Council, National Academy of 
Sciences. Manual for the Study of Food Habits; 
Report of the Committee on Food Habits. (Bulletin 
of the National Research Council, No. 111.) 
Washington, 1945. Pp. 142. 

PE P (Political and Economic Planning). Economic 
Development in S.E. Europe: Including Poland, 
Czechoslovakia, Austria, Hungary, Roumania, 
Yugoslavia, Bulgaria, and Greece. London (Lon- 
don and New York: Oxford University Press), 
1945. Pp. 16s. 

Peterson, Florence. American Labor Unions: What 
They Are and How They Work. New York: 
Harper & Bros., 1945. Pp. xiii+338. 

Piest, Oskar. Toward Stability of World Economy: 
Defense and Criticism of the Bretton Woods A gree- 
ments. New York: Julian Messner, Inc., 1945. 
Pp. 61. 

Poynter, Nelson and Henrietta (eds.). Post-war Jobs: 
A Guide to Current Problems and Future Op portu- 
nities. Washington: Public Affairs Press, 1945. 
Pp. 211. 

Prospects and Problems in Aviation: A Series of 
Papers Presented at the Chicago Forum on Avia- 
tion, Which Was Organized and Directed by Lever- 
eit S. Lyon and Lewis C. Sorrell. Chicago: Chicago 
Association of Commerce, 1945. Pp. v+212. 

Radio del Estado, L.R.A. Un ciclo de veintidés con- 
Serencias radiotelefénicas. Buenos Aires: Instituto 
de Estudios y Conferencias Industriales, Union 
Industrial Argentina, 1944. Pp. 163. 

Revista Cubana de Economia. Organo Oficial de la 
Sociedad Cubana de Economia. Vol. I, No. 2 
(March, 1945). Havana (Teniente Rey, 405). 

Rogers, James Grafton. World Policing and the Con- 
stitution: An Inquiry into the Powers of the Presi- 
dent and Congress, Nine Wars and a Hundred 
Military Operations, 1789-1945. Boston: World 
Peace Foundation, 1945. Pp. 123. 

Schneider, Erich. Industrielt regnskabsvaesen: en 
indledning til grundproblemerne. Kjgbenhavn: 
G.E.C. Gads Forlag, 1945. Pp. 268+iv. 

Schneider, Erich. I nvestering og rente. Kjgbenhavn: 
Nyt Nordisk Forlag—Arnold Busck, 1945. Pp. 147. 

Seton-Watson, Hugh. Eastern Europe between the 
Wars, 1918-1941. Cambridge: At the University 
Press; New York: Macmillan Co., 1945. Pp. 
xv+442. 

Shepard, Ward. Food or Famine: The Challenge of 
Erosion. New York: Macmillan Co., 1945. Pp. 
x+225. 

Terborgh, George. The Bogey of Economic Maturity. 
Chicago: Machinery and Allied Products Insti- 
tute, 1945. Pp. xviii+ 263. 

University of Iowa. The Baconian Lectures on Aims 
and Progress of Research in the State University of 
Towa, 1944. (“Series on Aims and Progress of Re- 
search,”’ No. 77; “Study Series,”’ No. 410.) Iowa 
City, 1945. Pp. 134. 

Vidal, L. F. Planes monetarios. Ciudad Trujillo: 
Editora Montalvo, 1944. Pp. 95. 





oe ua 2 te SS 


» 


aT 


=o @& 














THE AMERICAN FARM ECONOMIC ASSOCIATION 


announces a series of awards for papers on the subject 


“A Price Policy for Agriculture, Consistent with Economic Progress, That Will 
Promote Adequate and More Stable Income from Farming” 


Awards will be made as follows: 


First award $5,000 
Second award 2,500 
Third award 1,250 
Fifteen awards of 250 


Manuscripts are not to exceed 3,000 words and must be received by August 15, 1945. 
The panel of judges consists of Chester C. Davis, W. W. Waymack, Henry C. Taylor, 
W. I. Myers, and Alvin H. Hanson. 


All inquiries and submittals should be addressed to 


PROFESSOR ASHER HOBSON 
DEPARTMENT OF AGRICULTURAL ECQNOMICS 
UNIVERSITY OF WISCONSIN 
MADISON 6, WISCONSIN 











FOOD FOR THE WORLD 


Edited by THEODORE W. SCHULTZ 


Food has become a weapon, forged to win the war and 
write the peace. But it can be effective only if farmers, 
merchants, nutritionists, teachers, cooks, economists, 
statesmen, sociologists, population experts, housewives, 
doctors, and many others in every country work together 
to bring about a balance between food supplies and the 
people of the world. 


Such co-operation begins in this book with 22 top authori- 
ties in the fields of nutrition, agriculture, population, 
and economics explaining present and future plans for 
better food conditions in all countries. 


UNIVERSITY OF CHICAGO PRESS $3.75 





















The American Economic Review 





Volume XXV CONTENTS March, 1945 





Standards and Content of Living .. . BP oe J. S. Davis 
The Effect of Interest Rate Increases on the Banking Sinn P. A. Samuelson 
Compensating Reactions to Compensatory Spending. . . . L. A. Hahn 
The Corporate Income Tax and the Price Level . . . . . Richard Goode 
Forecasting the National Product .. . ... .« « Stanley Lebergott 
Interest, Time Preference, and the Yield of Capital . . + Theodore Morgan 
Indifference Curve Analysis Applied to the Food Stamp Plan . J. D. Coppock 
Communications, Reviews, Periodicals, and Notes 


The AMERICAN ECONOMIC REVIEW, a quarterly, is the official publication of the American 
Economic Association and is sent to all members. The annual dues are $5.00. Address editorial 
communications to Dr. Paul T. Homan, editor, AMERICAN ECONOMIC REVIEW, % Brook- 
ings Institution, 722 Jackson Place, N.W., Washington, D.C. (temporary address); for infor- 
mation concerning other publications and activities of the Association, communicate with the 
Secretary-Treasurer, Dr. James Washington Bell, American Economic Association, Northwestern 


University, Evanston, Illinois. Send for information booklet. 





ECONOMETRICA 


JOURNAL of THE ECONOMETRIC SOCIETY 


Contents of Vol. 13, No. 1, January, 1945, include: 


CLEVELAND MEETING ROUND TABLE, SEPTEMBER 14, 1944 
Artuur Smirnizs: FORECASTING POSTWAR DEMAND: I 
S. Morris Livineston: FORECASTING POSTWAR DEMAND: II 
Jacos L. Mosax: FORECASTING POSTWAR DEMAND: III 
FORECASTING POSTWAR DEMAND: DISCUSSION 


Zenon Szatrowski: TIME SERIES CORRELATED WITH THE 
BEEF-PORK CONSUMPTION RATIO 





Published quarterly Subscription: $7.00 per year 





The Econometric Society is an international society for the advancement of eco- 
nomic theory in its relation to statistics and mathematics. 

Subscriptions to Econometrica and inquiries about the work of the Society and the 
procedure in applying for membership should be addressed to ALFrrep Cow Lgs, 
Secretary and Treasurer, The Econometric Society, The University of Chicago, 
Chicago 37, Illinois. 
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eee H. Collias in The 
New York Soret Tribune 


A TAX PROGRAM 
for a 


Solvent America 


CHAPTERS 
Basic Factors in Tax Revision By The Committee on Postwar Tax Policy 
sag and Elasticity of the Revenue Rosweit Mac, Chairman 


A Suaigeal View of the Federal Tax HIS is the plan that has been receiving such 
Postwar Federal Expenditures wide and favorable comment in the press of the 
Venfystenn Dt! and the Enterprise nation. Leading tax and fiscal authorities offer clear, 
General Problems of Income Taxation § four-square proposals for revising the federal tax 
a ee system to fit the transitional and postwar years. 
Excise, Estate and Gift Taxes Recommendations incorporate comments and sug- 
mponed ax Byte Yield of the Pro- = gestions of several hundred tax specialists, business 

Fiscal Aspects of the Transition from men and government officials to whom the Com- 


geen tate Administration mittee’s drafts were submitted. $3.00 


Federal-State Fiscal Relations ‘a : 
Appendices—Relationship Between In- The most comprehensive yet readable of ali recent taz 
come Payments and Taxable in- studies.” ‘Time 


cal Date-and Methods Used in Pre. “Wil. probably be regarded as the most complete and realistic 
paring Revenue Estimates of all such proposals as yet published.” Godfrey N. 
Nelson in the New York Times 


For a background of current 
political and economic so (aalballe 
JAPAN: Government, Politics 


By Rebert Karl Reischauer. This volume gives Militarists in 1992, and their subsequent role in 
an exceptionally clear picture of the development world affairs. The author writes with the authori- 
of the political ideas and government in Japan ty of one who lived in Japan for twenty years and 
which eventually led to the rise to power of the continuously studied Japanese affairs. $1.70 


The International Economy 


By John Parke Young. A book which gives the cious mixture of theory and practice. Foreign 
background for an understanding of the current _trade is studied in detail so as to provide an un- 
international economic scene. Presents a judi- = derstanding of future adjustments. $4.50 


The Ronald Press Company Publishers 
15 East 26th Street New York 10 
SS 

















We, too, have our hands full this time of year. 


For us, December 24 and 25 are always busy days at Long Distz nc : 
switchboards—and they will be busier than ever this Chris mas 


There will be unavoidably long delays on Long Distance and 
calls may not get through at all. 


You will get quicker service a few days before or after the holidayig 


BELL TELEPHONE SYSTEM @ 4 











